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GOVERNMENT'S  STATE  EXHIBITS  1  AND  1-A 


Reproduced  on  following  pages. 


TELEGRAM  RECEIVED 


JS 

A  portion   of  this   tElEgp^M 
mus?*  de    closEly  paraphrasEd 
bEforE   bEing  communicated  to 
anyon  e    ( A ) 


SEcrEtary  of  StatE, 

Washington,   D.C. 


K 


MOSCOW 
DatEd  January  28,  1938 
Rec'd  6:13  a.m. 


.S 


30,  January  28,  11  a.m. 

HavE  rECEivEd  following  tElEgram  from  Mary  Martin, 
widow  of  Hugh  Martin,  formErly  Employed  for  spECial 
work  by  legation  at  Riga. 

(GRAY)  REmEmbEr  weII  RubEns  whilE  working  for  Hugh, 
bE  strict  if  needed,  write  Library  CongrEss,  Law  Division. 

SignEd  Mary  Martin."  (END  GRAY). 
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A  portion  of  this  telegram 
gftra  must  be  closely  paraphrased 

v      l*  before  being  communicated  to 

anyone   {k) 


MOSCOW 
Dated  January  2. %   \9$8 
Rec»d  6:13  a,m. 


Washington,  D.C, 


'  Secretary  of  State, 

s  > 

^  30,    January  28, 

f J       Htve  received  following  telegram  from  Mary  Wart 5a*. 

RA 
PI 


widow  of  Ilug^i  ifartin,   formerly  employed  for  special 
work  by  I.t cation   at  Riga, 

(C!L.Y)   Remember  well  Rubens  whilE  working  for  Hugh, 


J?     'be  strict   if  needed?  write  Library  Congress,  Law  Division., 


rcc 

A-M/C 

CA 

CR 

savage*8 

I'm 


Signed  Mary  Mart  in  ."   (END  GRAY). 

HEMDERSOH 


w 


ft) 
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GOVERNMENT'S  STATE  EXHIBITS  2  AND  2- A 


Reproduced  on  following  pages. 


TELEGRAM  RECEIVED 


ay 


EDA 

This  tElEgram  im*»st  bE  PARIS 

closEly  paraphrased  From 

beforE  bEing  communi-  DatEd  March  2,  1938 

catEd  to  anyonE  (b) 

RECEivEd  4:57  p.m. 


Secretary  of  StatE 
Washington 


^r^ ~f       &l 


f 


324,    March   2, ^5   p.m.    (SECTION  ONE).  yN  ^^ 

The   CliiEf   of   thE  Far   EastErn  Division   of  thE    \lHCs 

ForEign  CfficE   said   to  mE  today  that   affairs   in  China  CO 

OJ 

have  reaohEd  a  rElativEly  "static"  stagE.   ThE  immE-  • 

CO 

diatE  r>rE  occupation  of  thE  FrEnch  is  thE  quEstion  of  £» 

thE  ChinESE  customs.   ThE  British  Ambassador  in  Tokyo  ■"• 

to 

prESEntEd  yE3tErday  or  will  prESEnt  today  a  rEquEst  CJ1 

0) 
that  customs  rEVEnuES  plEdgEd  for  thE  sErvicE  of  forEign  01 

loans  bE  dEpositEd  in  a  British  bank  at  Shanghai  or  if 

thE  JapanESE  insist  upon  thE  dEposit  in  thE  Yokohama 

SpEciE  Bank  of  thE  rEVEnuES  plEdgEd  for  JapanESE  loans 

thEn  at  lEast  thE  rEVEnuES  earmarked  for  othEr  foreign 

loans  should  bE  olaced  in  thE  British  bank.  ThE  ForEign  ^ 

OfficE  hErE  fEEls  that  thE  JapanESE  will  insist  upon  thE     £J 

deposit  of  all  customs  rECEipts  in  thE  JapanESE  bank  but  ^   O 

is  hopEful  that  an  arrangEmEnt  can  bE  workEd  out  to 

control  satisfactorily  thE  disbursEmEnt  of  thESE  funds.   j».< . 

ThE  ChinESE  arE  3till  gEtting  a  few  airplanEs  from    ''"-* 


FrancE  via  thE  Indo-China  routE  in  fulfillmEnt  of  ordErs 

"placEd 


CD 


\ 


EDA   -  2   -  #324,  March  2,  5  p,m#  from  Paris  SEction  onE . 

"placEd  bEforE  thE  outbrEak  of  hostilitiEs".   (I  havE 
thE  ir.-prEssion  that  this  phrasE  is  intErprEtEd  with  somE 
Elasticity,)  In  this  connEction  thr  Naval  AttachE  i3 
confidEntially  informEd  that  an  ordEr  was  rECEntly  placEd 
for  China  for  thirty  PotEZ  -  63  planEs,  a  latE3t  typE 
FrEnch  light  bombEr  -  pursuit  planE. 

HoppEnot  said  that  thE  Russians  arE  stEadily 
incrEasing  thEir  shipmEnt3  of  airplanEs  and  war  matErial 
to  China.   How  this  is  bEing  financEd  is  a  puzzlE  to  thE 
C^O,  Sun~Fo  thE  son'  of  Sun-Yat-SEn  and  PrEsidEnt  of 
thE  Chine se  LEgislativE  Yuan  has  bEEn  in  Russia  for  two 
months  arranging  it.  It  is  bEliEVEd  that  his  visit  had 
had  to  do  with  financing  and  accElErating  Russian  ship- 
ments of  war  supplies  to  China, 

WILSON 
(ft)  Apparent  omission 
NPL:E:3 


TELEGRAM  RECEIVED 

REB  

This  t  e1  Ej^gam  must  bE 

closEly  psraphrasEd  bE-   From   PARIS 

forE  bEing  communicatEd 

to  anyone,  (.3)  DatEd  March  2,    1938 

REc'd  3:17  p.  m. 


SEcrEtary  of  StatE, 
Washington. 

324,  March  2,  5  p.  m.   (SECTION  TWO) 
Sun  Fo  is  duE  in  Paris  nExt  wEEk  but  thE  only 
information  thE  ?r Ench  GovErnmEnt  has  rECEivEd  rEgard- 
ing  his  visit  hErE  is  that  it  is  of  a  pErsonal  naturE 
to  gEt  in  touch  with  old  friEnds,  Et  CEtEra. 

Apart  from  shipmEnts  of  suppliEs  to  China  thE 
ForEign  OfficE  is  convincEd  that  thE  SoviEt  GovErnmEnt 
will  continuE  to  rEfrain  from  taking  any  morE  dirECt 
or  aggrEssivE  intErEst  in  thE  Chino- JapanESE  conflict. 
On  thE  othEr  hand,  thE  FrEnch  Ambassador  in  Tokyo  has 
rEpcrtEd  that  without  any  tangiblE  proof  hE  nEVErthElEss 
has  thE  "fEEling"  that  thE  JapanESE  may  bE  prEparing 
for  a  movE  against  thE  Russian  maritimE  provincES. 
My  informant  said  that  although  hE  did  not  himsElf  sharE 
this  fEEling  hE  knEw  that  it  ExistEd  on  thE  part  of 
othEr  compEtEnfc  obsErvEra  of  thE  Far  East  who  reason 
as  follows :   ThE  JapanESE  army  chiEfs  rEalizE  that 

today 


REB 


2-#324,  From  Paris.  Mar. 2, 5p.m. 

(Sec.  Two) 


today  thE  .TapanESE  pEoplE  arE  workEd  up  to  a  pitch 
wb.ErE  thEy  will  accEpt  any  sacrificE  in  prosECution 
of  war;  that  if  this  patriotic  fErvor  is  allowEd  to 
subside  it  will  bE  ExtrEmEly  difficult  to  whip  it  up 
again;  and  that  thErEforE  advantagE  should  bE  takEn 
of  this  situation  to  strikE  against  Russia.   FurthErmorE 
thESE  military  chiEfs  arE  convincEd  that  thEy  will  bE 
ablE  to  war;E  a  successful  war  against  Russia  whilE 
holding  bhE  Chines e  in  chEck  on  thEir  flank  with 
littlE  difficulty,   ily  informant  addEd  that  this  was 
also  thE  viEw  of  many  FrEnch  military  officers. 
?. Ef  Erring  to  thE  rEcall,  Gerierai.  I'latsui,  my 
informant  said  that  it  was  possiblE  that  thE  r-Eal 
rEason  for  his  rEburn  to  Japan  was  to  bE  prEparEd  to 
vead  a  military  coup  in  case  bhE  national  mobilization 
bill  should  bE  dEfEatEd  by  thE  civilian  opposition  of 
thE  army.   Mabsui  is  just  che  person  hE  said  to  hEad 
a  movcmEnt  of  bhis  sort.   (  i::L  ;'.Z33AC:_; 
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This  telegram  must  be 
closely  paraphrased 
before  beins  communi- 
oatcd  to  anyone  (b) 


PARIS 

Dated  March  2,  1938 

Received  4:57  p.m. 


Secretary  of  State 
Washington 

324,  March  2,  5  p«m*  (SECTION  ONE), 
The  Chief  of  the  Par  Eastern  Division  of  the 
Foreign  Office  sold  to  me  today  that  affairs  in  China 
taavt  rcaohed  a  relatively  "static"  stage*  The  imme- 
diate preoooupaVion  of  the  French  is  the  question  of 
the  Chinese  customs 9  The  Eritlr.h  Ambassador  in  Tokyo 
presented  yesterday  or  will  present  today  a  request 
that  ov-atoms  revenues  pledged  for  the  service  jf  foreign 
loans  be  deposited  In  a  British  bank  at  Shanghai  or  if 
the  Japanese  insist  upon  the  deposit  in  the  Yokohama 
Specie  Bank  of  the  revenues  pledged  for  Japanese  loans 
then  at  least  the  revenues  earmarked  for  other  foreign 
loans  should  be  nlaoed  In  the  Britiuh  bank*  The  Foreign 
Of  floe  here  feels  that  the  Japanese  will  insist  upon  the 
deposit  of  all  customs  receipts  in  the  Japanese  bank  but 
is  hopeful  that  an  arrangement  can  be  worked  out  to 
control  satisfactorily  the  disbursement  of  these  funds* 
The  Chinese  are  still  getting  a  few  airplanes  from 
Prance  via  the  Indo-China  route  in  fulfillment  of  orders 

"placed 


£DA     -  2  -  i?324#  Haroh  2#  5  p«*w  fron  Paris  Section  one. 

"placed  before  the  outbreak  of  hostilities".     (I  have 
the  irporesoion  that  this  phrase  Is   Interpreted  with  aome 
elasticity*)     In  this  ©oaneotion  the  Naval  Attache   ia 
confidentially  informed  that  an  order  was  recently  placed 
for  China  for  thirty  Petes  •  63  planes,  a  latest  type 
French  light  comber  •  pursuit  plane. 

Eoppenot  said  that  the  Russians  arc  steadily 
increasing  their  shipaents  of  airplanes  and  war  material 
to  China*     Bow  this  is  being  financed  is  a  puzzle  to  the 
''$■!§    SwHPo  *h*  90iv   Of  Sun-Yat-Sen    and  President  of 
th&  ChintQK  Legislating  yuan  has  beta  in  ftufisia  for  two 
months  arranging  it*    It  is  believed  that  his  visit  had 
had  to  do  with  financing  and  accelerating  Russian  ship** 
scnts  of  war  supplies  to  China* 

WILSOM 


KPL*a3 


R£B 

UBZwrny*   TWa  tticgPMi  must  be 

J^^   closely  paraphrased  be*        PARIS 

c  ^.       fore  being  communicated 

\ji^    to  anyone •  (B)  Dated  Maroh  2,  1938 

Rec'd  3tl7  p.  m« 

PA/Hrf    Secretary  of  State, 

T^  Wa.hlngton. 

tu  .^ 

Fek*  324,  March  2,  5  p.  m.      (SECTION  TWO) 

t^i  Sun  Po  Is  due  In  Paris  next  week  but  the  only 

n 

ta*  ^^Information  the  French  Government  has  received  rcgard- 

fa    lng  hi  a  visit  here  is  that  It  Is  of  a  personal  nature 

PP 

fa  ^**to  get  In  touch  with  old  friends,  ct  cetera* 

A-4t/'J      Apart  from  shipments  of  supplies  to  Chin.,  the 

CA 

cr    Foreign  Office  Is  convinced  that  the  Soviet  Government 
ha    will  continue  to  refrain  from  taking  any  more  direct 

SAVACt 

xc 

HA 


or  acsreaalvc  interest  in  the  Chlno- Japanese  conflict* 


On  the  other  hand,  the  French  Ambassador  In  Tokyo  has 

PR 

2*    reported  that  without  any  tangible  proof  he  nevertheless 

TP 

J*    has  the  • feeling*  that  the  Japanese  may  be  preparing 
for  a  move  against  the  Russian  maritime  provinces. 
My  informant  said  that  although  he  did  not  himself  share 
this  feeling  he  knew  that  it  existed  on  the  part  of 
other  oompctcnt  observers  of  the  Far  Cast  who  reason 
as  follows!  The  Japanese  airy  ohlcfs  realize  that 

today 


/ 


REB 


2-#324,  Prom  Paris.  Mar.2,5p.m« 
(Sec.  Two) 


todry  t!  l  .inp-ruac  people  are  worked  up  to  n  pitch 
where  thty  will  aocept  any  sacrifice  in  prosecution 
of  war;  that  if  this  patriotic  ttr+er   it  allowed  to 
subside  it  will  be  extremely  difficult  to  whip  it  up 
agalnj  un<J  that  therefore  advantage  ahoul 4-   be  taken 
of  this  situation  t6  stidJte  against  Russia,  furthermore 
these  military  chiefs  are  convinced  thrtt  they  will  he 
able  to  rage  q  successful  war  against  Russia  while 
holding  the  Chinese  In  check  on  their  flank  with 
little  difficulty*   My  informant  added  that  this  was 
also  the  view  of  many  Prench  military  officers. 
Referring  to  the  recall,  General  Matsul,  my 
informant  said  that  it  was  possible  that  the  real 
reason  for  his  return  to  Japan  was  to  be  prepared  to 
head  a  military  ooup  in  case  the  national  mobilisation 
bill  should  be  defeated  by  the  civilian  opposition  of 
the  army.  Matsui  is  Just  the  person  he  said  to  head 
a  movement  of  this  sort.   (END  MESSAGE) 

ttEUOM 
TrfC 
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GOVERNMENT'S  STATE  EXHIBITS  3  AND  3-A 


Reproduced  on  following  pages. 


REB 


TELEGRAM  RECEIVED 


This    tElEgrom  must    oe 
clos  Ely   prywaphras  Ed  b e- 
f  or  e  b  e  i  n .;■/   c  ommuni  c  a  b  e  d 
to   cmyoriE.    (C) 


From 


LONDON 

Dated  March  3,  1938 

REc'd      3:55   p.    m. 


/     v 


SEcrEtary  of   StatE, 
V,  . 

Washington. 


v-  vv 


J)  179,   March  3,    7   p.   m. 


vv 


My  174,/  March  1,    10   p,   si, 


OnE,      ThE   Naval   AttachE    informs   mE   that    in 
subsEquEnt   privatE   talk   Lord   ChatfiEld   said   in  his 
opinion   it   i,7as    important  "be   jtfc    cn!l    v.'Ith  thE    con- 
versations  en   ouEstion  of    Escalation   and  mEntionEd 
that    hE   was   going    bo  Gibraltar  nE.xt   wEEk   tc   watch 
bhE  n'mEuvEra   of   thE    flEEt.      He   added   that   whethEr   it 
was   decldEd   bo    EscalatE   or   not,    he   would  not    (rcpEat 
nob)    changE   his    plans    for    cruisErs    this   ;  ear    and   that 
in    any   casE    bhE    hew   bat1  '.eshl  ■.;   w-ailc'    net    (rEpeat    not) 
be   laid  down  bEforE    thE    i/acl      f    bbe    ^urrerJ;   :  i:--r, 

Pv/Oi      ThE   Foreign   Oi.Tio  e   h    s    v  Li "  e:c:    informally 

thai"    they   VEry  r.'iich   dEslPE    I.       :avr         further    informal 
oonfErEnoE    'im'    he    a  l  ■■■':•  '..'e-  'nf.adav,    •.•••ilt    :.    rd   ChatfiEld 
leaves,    If    lb    c>  nil    L-e    fame!    pr°cticahlE    •       riiE;/ 
realize    ■•rJr  ••  v> ,.;'   :  ]  •      ;  '  •  ' ',    '-here    "  nN'i    Ne    no    point    in 


-V  '."a-- 


Ereno 


'  '  i!_r  e    h:;s    bEEa    soriE 

EaorESsion 


l  ; 


REB 

2-#179,.  From  London,  March  3,  Vp.m, 

ExprEscion  of  An Eric an  views 0      Lord  ChatfiEld  at  thE 
mEEting  on   March  1,  was  obviously  prEpared  for  a  full 
discussion  and  gavE  an  unmistakablE  imprEssion  of 
dissatisfaction  at  thE  way   thE  mEEting  dEVElopEd, 

JOHNSON 
NPL 

ETT'TJ 


REB 

This  telegram  raust  be 
closely  paraphrased  be-        LONDON 
fore  bein^  communicated 
tflHlBUTX*.^  to  anyone,  (C)  Dated  March  3,  1938 


U^  Rcc'd  3:55  p.  m* 

/;  3^  Secretary  of  State, 

;'*<*  Washington, 

is 

*>   /O  179,  March  3,   7  p,  m. 

'-IS  lly  174,   March  1,   10  p.  m. 

^   ■  One,      The  Naval  .attache  informs  me  that   in 

£'• 

It-  subsequent  private  talk  Lcrd  Chatfield  said  in  his 


■  •! 

i 
w  i. 

r.\ 

'  P 

L*.V 

I  '* 
WW 

&■  :i/c 

1  ,vJ 


opinion  it  was  important  "to  get  on"  with  the  con- 
versations on  question  of  escalation  and  mentioned 
that  he  was  going  to  Gibraltar  next  week  to  watch 
the  maneuvers  of  the  fleet*  He  added  that  whether  it 
;.as  decided  to  escalate  or  not,  he  would  not  (repeat 


.'ace  n ^t)  change  his  plans  for  cruisers  this  year  and  that 

:peat 
ar.\ 


:c 

;.ja    in  any  case  the  nev  battleships  would  not  (rcpea^  not) 

.'0 

PR    be  laid  dovm  before  the  end  of  the  current  ye< 

TO        Tt/o.  The  Foreign  Office  has  intimated  informally 

VO 

*'UU|   that  they  very  much  desire  to  have  a  further  informal 

conference  before  next  V/er'nesday,  vhen  L- rd  Chatfield 

leaves,  if  it  cculd  be  fr>und  practicable  •  They 

realize  apparently  U  ~t  there  v/culd  be  no  point  in 

having  a  conference  before  there  has  been  some 

expression 


R£B 

2-#179,  Prom  London,  March  3,  7p.m. 

expression  of  American  views  *  Lord  Chat  field  at  the 
meeting  on  March  1,  was  obviously  prepared  for  a  full 
dlsousslon  and  gave  an  unmistakable  Impression  of 
dissatisfaction  at  the  m*f    ttc  meeting  developed* 

JOHNSON 
NFL 
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TELEGRAM   RECEIVED 


EG  GRAY  AND  PLAIN 

1— 1336 

Shanghai  via  N,  R. 

Dated  March  11,  1938 

REc'd  8  a.m. 

Secretary  of  State, 

/ 
'/i 
Washington.  v  ._ 

378,  March  11,  11  a.m. 

My  3G5,  March  5,  2  p.m. 

Fairly  heavy  fighting  is  reported  in  the  immediate 
vicinity  of  Linyi  southeast  Qf)   Shantung.   Little 
activity  on  the  Tsining  or  Southern  Tsinpu  fronts. 
Military  observers  estimate  Japanese  reenf orcement s 
totaling  approximately  70, COO  men  with  considerable 


Quantities  of  heavy  artillery  have  been  landed  at 

per  cent 
Woosung  d'or-ing  the  bast  two  wEeks.   Over  fifty/of  these 


reenf  ore  cements  pre 


relieved  t?  be  destined  for  the 


southern  Tsinpv  front  tb.E  balance  being  distributed 
between  V.rvhv-;  )':■■   •■yoh^v:  and  a]  org  lines  of  cummuni cation.  _, 
Mr,  I.!,  ri';o,j  ,  Jhpanese  Minister  at  large  who  recently. 
arrived  rin  Sbf nrhe ] L  informed  Jcnanese  press  reoresenta- 

f 

r.-j  v.  s  tnat  he  }■.■  o    i.i:r;n  placed  in  charge  of  all  Japanese 
diplomatic  or;rc.nr~    in  Central  and  North  China  and  would 
commute  frequentl;/  between  Shanghai  and  Peiping.   He  is 
also  reported  to  have  stated  that  Japanese  intend  to  re- 
spect fully  foreign  rights  end  interests  in  China  and 
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-2-  ,'-'378,  March  11,  11  a.m.  from  Shanghai  via  N.  R. 

with  TEfErEncE  to  Anglo-*JapanESE  rElations  that  "thErE 
can  bE  no  friction  bEtwEEn  Japan  and  Britain  unlEss 
Japan  infringES  British  tradE  intErEsts  and  VEstEd 
rights  in  thE  OriEnt,  This  has  EspEcially  bEEn  madE 
truE  by  thE  rEplacEmEnt  of  EdEn  diplomacy  by  ChambErlain 
diplomacy  or  in  othEr  words  thE  rEplacEmEnt  of  idEalism 
by  rEalism.   Japan  must  pay  carEful  attEntion  to  this 
point  so  as  not  to  violatE  Britain1 s  rights  and  intErEsts" 

G-EnEral  Chou  FEng  Chi  formErly  acting  provincial 
chairman  of  ChEkiang  was  assassinatEd  hErE  on  March  7th, 
His  assassination  is  rEportEd  to  havE  bEEn  connEctEd  with 
ovErturEs  madE  to  him  by  thE  JapanESE  to  bEComE  MinistEr 
of  War  in  thE  CEntral  China  GovErnmEnt  which  thE 
JapanESE  arE  sEEking  to  Establish. 

REpEatEd  to  Hankow  and  PEiping. 

GAUSS 

TPD 


,     EO  (RAY  AND  PLAIN 

/  Shanghai  via  N.  R. 

^/  Dated  March  11,    1938 


Rcc'd  8  a.m. 


\ry  SEcrEtary  of  State, 
r     ■  Washington. 
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between  /uhu,  Htngchow  and  along  lines  of  cummuni cation. 

llr.  M,  Tani,  Japanese  Minis ter  at  large  who  recently 
arrived  in  Shanghai,  informed  Japanese  press  representa- 
tives that  he  had  been  placed  in  oharge  of  all  Japanese 
diplomatic  organs  in  Central  and  North  China  and  would 
coataute  frequently  between  Shanghai  and  Peiping.  He  is 
also  reported  to  have  stated  that  Japanese  intend  to  te- 
spcot  fully  foreign  rights  and  interests  in  China  and 
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-2-  ,'?378,  lioroh  11,  11  a.m.  from  Shanghai  via  N.  B. 

with  reference  to  Anglo-Japanese  relations  that  "there 
can  be  no  friction  between  Japan  and  Britain  unless 
Japan  infringes  British  trade  interests  and  vested 
rights  in  the  Orient.  This  has  especially  been  made 
true  by  the  replacement  of  Eden  diplomacy  by  Chamberlain 
diplomacy  or  in  other  words  the  replacement  of  idealism 
by  realism*  Japan  must  pay  careful  attention  to  this 
point  oo  as  not  to  trioltte  Oritain^s  rights  and  interests". 

General  Chou  Pens  c^^  formerly  acting  provincial 
ohalrman  of  Chekiang  was  assassinated  here  on  March  7th, 
His  assassination  is  reported  to  have  been  connected  with 
overtures  made  to  him  by  the  Japanese  to  become  Minister 
of  War  in  the  Central  China  Government  which  the 
Japanese  are  seeking  to  establish, 

Repeated  to  Hankow  and  Peiping. 
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Subject: 
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ENCLOSING  A  REPORT  01 
NSW  ECONOMIC   ORGANI&l1 
IN  "MANCHOUKUO" 


The  Honorable 


tij  r* 


w 

The  Secretary  of  Statc#>> 

1     -  VS 


(UfpLS^Jf 


Division  of 
FAR  EASTERN  AFFAIRS  ]$ 

AN  14^38 


,ng!SlRl 


Washingto>C^  $r&j£     y 

- — :~-^        1 1 /I! 

partnient  of  State 
-j   I  have   the   honor  to  enclose   herewith  a  report 


erf- 

-J  fev- dated  January  6,  1938,  entitled  NSw  ECONOMIC 

H 


!?  b-  t 


4  [ORGANIZATION  IN  "MANCHOUKUO."  This  report  describes 


<  o  the  change  in  the  directing  force  of  the  economic 


■ u development  of  "Manchoukuo"  from  the  South  Manchuria 

4 


ailway  to  a  new  company,  the  Manchoukuo  Heavy 

i 

4   |  Industry  Development  Company,  which  will  be  a  hold- 
n  w  j  ing  company  jointly  owned  by  the  "Manchoukuo"  Govern- 
h  •••*'  j  ment  and  the  Japan  Industries  Company  (Ninon  Sangyo 
H   s  |  Kabushiki  Kaisha) . 

Mr.  Yoshisuke  Aikawa,  the  promoter  of  the 
venture  described  in  the  report,  is  expected  to 
leave  Japan  for  the  United  States  in  a  few  days. 
He  will  no  doubt  present  his  plan  for  investment 
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with  American  capital  in  "Manchoukuo"  to  possible 
American  investors  as  soon  as  he  can  arrange  to 
meet  them. 

Respectfully  yours, 

Richard  F.  Boyce, 
American  Consul. 


Enclosure: 
As  stated. 
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I 

NEED  FOR  NEW  POLICY 
IN 
ECONOMIC  DEVELOPMENT  OF  "MANCHOUEUO" 


"Manchoukuc^s"  economic  organization  is  prin- 
cipally agricultural  -  90$  of  the  population  is 
engaged  in  agriculture  and  80$  of  the  national  income 
is  derived  from  it. 

The  great  importance  of  trade  relations  between 
Japan,  "Manchoukuo , "  and  China  will  be  understood  when 
one  considers  the  poor  natural  wealth  of  Japan  and 
the  existence  of  abundant  resources  and  wide  con- 
sumption markets  in  "Manchoukuo"  and  China.   (Mitsu- 
bishi -  "Japan  Trade  and  Industry,"  page  623.) 

The  purpose  of  Japanese  economic  expansion  into 
"Manchoukuo"  is  said  to  be  "to  bring  the  two  countries 
into  a  common  economic  unit,  to  avoid  destructive 
competition,  and  to  utilize  as  fully  as  possible  the 
natural  resources  of  the  two  countries. n      ( Japan- 
Mane  houkuo  Year  Book  1937,  page  840.) 

nThe  South  Manchuria  Railway  Company  has  been 
the  bulwark  of  Japanese  political  and  economic  in- 
terests in  Manchuria  for  the  past  three  decades." 
Since  1932^  the  company  has  had  supervisory  control 
either  directly  or  indirectly  through  subsidiaries 
over  many  activities,  including  railways,  workshops, 
steamships,  harbors,  coal  mines,  shale  oil  plants,  iron 
and  steel  works,  chemical  fertilizer  plants,  electricity, 
gas,  hotels,  public  works,  such  as  schools,  hospitals, 

etc. 
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etc*;  slaughter  houses,  cement,  paraffin  refining, 
ceramics,  industrial  fats  and  oils,  lumber,  storage, 
express  service,  gold  and  lead  mining,  real  estate, 
insurance,  newspapers,  etc.,  etc. 

The  vast  undertakings  of  the  South  Manchuria 
Railway  Company,  which  is  controlled  by  the  Japanese 
Government,  have  not  been  developed,  or  have  not 
developed  "Manchoukuo,"  to  the  extent  desired.   The 
theory  upon  which  the  South  Manchuria  Railway  Company 
worked  is  said  to  have  been  evolved  by  the  Japanese 
military  authorities  in  nManchoukuon  and  was  based  on 
the  idea  that  the  established  capitalists  of  Japan, 
such  as  Mitsui,  Mitsubishi,  etc.,  should  be  kept  out 
of  wManchoukuow ;  that  the  Government  should  run  the 
entire  project  through  the  South  Manchuria  Railway 
Company  and  any  profits  would  accrue  to  the  Govern- 
ment. 

Without  giving  specific  data  to  show  how  far 
short  of  the  original  expectations  the  South  Manchuria 
Railway  Company  development  progressed,  it  is  now 
announced  that  a  change  must  be  made  and  that  capital- 
ists will  be  given  a  chance  to  see  what  they  can  do. 


i 

/ 
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OUTLINE  OF  NEW  PLAN 


(Supplied  by 
Ninon  Sapgyo  Kabushiki  Kaisha) 

"MANCHOUKUO  HEAVY  INDUSTRIES  CO..  LTD. 
"The  urgent  necessity  of  expediting  the  develop- 
ment of  industry  in  Manchoukuo,  more  especially  the 
heavy  industries,  leaves  no  room  for  discussion.  To 
bring  about  this  development  and  to  take  advantage 
of  the  forthcoming  abolition  of  extra-territoriality 
rights  which  will  result  in  the  transfer  of  admi- 
nistrative power  now  exercised  by  the  South  Manohurian 
Railway  in  the  railway  zone,  our  Company  has  come  to 
an  agreement  whereby  it  will  become  a  Manchoukuo 
corporation  and  will  move  its  head  office  to  HS inking. 

,nThis  new  Manchoukuo  corporation  shall  then  .merge 
with  a'Jpwerful "nations!!"  poli6y  corporation  planned 
by  the  Manchoukuo  Government  for  the  purpose  of  de- 
veloping industries  there  on  an  integrated  management 
Ulnciple,  with  the  center  in  the  heavy  industries  field. 
In  addition  to  managing  the  existing  enterprises  of  our 
present  Company,  the  new  oompany  resulting  from  the 
merger  will  undertake  the  important  mission  Of  control-^ 
ling  and  managing  the  iron  and  steel  industry,  light  ^~m 
metal  industry,  automobile,  aircraft  and  other  menu? 
facturing  industries  in  Manchoukuo,  also  coal,  gold  and  1 
other  mining  industries.  s 

"The  new  national  policy  corporation  shall  have  a 
capital  of  Yen  450,000,000.00  consisting  of 
Yen  225,000,000.00  to  be  invested  by  the  Manchoukuo 
Government,  and  the  present  capital  of  Ten  225,000,000.00 
of  our  Company.  The  new  corporation  shall  enjoy'  the 
positive  support  of  both  the  Japanese  and  Manchoukuo 
Governments  with  respect  to  the  active  utilization  of  the 
assets  to  be  taken  over  from  our  Company  and  of  raising 
the  necessary  funds  and  making  available  other  facilities 
that  may  be  necessary. 

"The  following  is  a  general  outline  of  definite 
terms  agreed  upon  with  a  view  to  respecting  the  interests 
of  the  existing  shareholders  pf  our  Company  and  to  provide 
for  the  investment  of  private  capital  in  Manchoukuo: 

"1.  At  the  disposal  of  profit  for  each  period,  the 
dividend  will  be  determined  as  follows: 

(a)  When  the  dividend  rate  for  private  share- 
holders is  10$  or  under,  the  dividend  for 
the  shares  held  by  Manchoukuo  shall  be 
one-half  thereof.  For  example,  if  the 
private  shareholders  receive  a  10$  dividend, 
Manchoukuo  shall  receive  a  5#  dividend. 

(b) 

Note:  The  new  holding  oompany  will  be  called 
"Manchoukuo  Heavy  Industry  Development 

ComDanv." 
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(b)  Any  profit  in  excess  of  a  dividend  of  10$ 
for  private  shareholders  and  5%  for  Man- 
ohoukuo  shall  be  divided  equally.   For 
example,  if  private  shareholders  receive 
a  12$  dividend,  Manchoukuo  shall  receive 
a  7$  dividend. 


'£.  In  the  event  of  liquidation  of  the  corporation, 
the  residue  shall  be  divided  between  the 
private  shareholders  and  the  Government  shares 
at  the  ratio  of  two  to  one  up  to  one  and  one- 
half  of  the  paid-in  capital.  Any  excess  over 
one  and  one-half  shall  be  divided  equally. 

r3.  The  Manchoukuo  Government  shall  guarantee  the 
principle  and  a  net  return  of  6$  per  annum  on 
all  funds  expended  by  the  corporation  in  con- 
nection with  carrying  on  enterprises  in  Man- 
choukuo for  ten  years.   In  the  event  the 
corporation  does  not  earn  6$  per  annum  and  it 
is  necessary  for  the  Manchoukuo  Government  to 
make  up  a  deficit  up  to  6$,  the  Government 
shall  be  reimbursed  in  subsequent  periods  out 
of  any  earnings  in  excess  of  6%   until  such 
time  as  the  advance  to  cover  the  guaranteed 
dividend  has  been  repaid. 


"*<>  There  shall  be  no  Manchoukuo  tax  on  xmolLb 
made  by  the  corporation  from  investments  out- 
side  Man&iiQjA&u£.  jfclso /dividends  paid  by ,  the 
co^ppraJUojLj^,Jil&^ 

of  MapehpljTmn   fl|yfl,J jnfjj-m    taxed.      &S_£o_fcax- 

ation  in  respect  to  eslgrpfjji^^r^n  Mancjioukuo, 
the  Manchoukuo  Government  shall  take  suitable 
steps  so  as  not  to  Impair  tne  functions  of 
integrated  management  of" the  corporation  in 
ttar^T^f  a  change  In  the  taxation  system 
would,  in  the^  future,  cause  an  additional 
burden  to  the  corporation* 

"5.  The  corporation  shall  not  be  restricted  as 
to  the  dividend  rate  in  the  disposal  of  pro- 
fits. 


-b 


tut; : 


n,-\t 


'6,  In  regard  to  the  marketability  of  the  private 
shares  of  the  corporation,  the  Japanese  and 
Manchoukuo  Governments  shall  take  suitable 
measures  so  that  the  existing  negotiability 
shall  not  be  impaired. 

'7.  No  restrictions  will  be  placed  on  export  of 
dividends ." 


The 
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The  following  table  is  said  to  be  the  list  of 

companies  which  will  come  under  the  management  of  the 

new  concern.   (Japan-Manchoukuo  Year  Book  1938,  page 

948.) 

Capital  (Yen  1,000) 
Companies  Authorized   Paid-up 

Showa  Steel  Works  100,000  82,000^ 
Manchou  Colliery  16,000  16,000 
Manchuria  Mining  Develop- 
ment 5,000  3,100 
South  Manchuria  Mining  3,600  1,350 
Shantung  Mining  5,000  2,250 
Fuchow  Mining  1,000  750 
Kaiping  Mining  34,320  33,620 
Manchuria  Lead  Mining  4,000  4,000 
Manchuria  Gold  Mining  12,000  7,176 
Great  Manchuria  Gold  Mining  200  50 
South  Manchuria  Light  Metal  25,000  6,250 
Japan-Manchoukuo  Magnesium  7,000  3,500 
Dowa  Automobile  6,200      3,200 

Total  219,320    163,245 

The  Manchoukuo  Government  is  furthermore 
expected  to  entrust  the  larger  part  of  the 
work  appertaining  to  the  so-called  Manchoukuo 
5  Year  Industrial  Plan,  which  is  scheduled  to 
be  undertaken  with  a  budget  of  3,000  million 
yen,  to  the  new  company. 

Controlling  Legislation 

The  law  passed  by  the  "Manchoukuo"  Government  to 

provide  for  the  new  regime  is  summarized  as  follows: 

(Japan  Advertiser,  December  30,  1937.) 

"HSINKING,  December  20.  —  The  Manchukuo 
Government  promulgated  today  the  Supervising  Law  of 
the  Manchuria  Heavy  Industry  Development  Company, 
effective  December  27. 

"Under  the  supervision  of  the  Manchukuo  Govern- 
ment, the  new  company  will  undertake  to  develop  the 
heavy  industries  of  Manchukuo  and  at  the  same  time 
promote  the  economic  ties  between  the  new  State  and 
Japan. 

"The  law  consists  of  31  articles,  the  salient 
feature  of  which  is  that  the  Government  will  give 

hiffh 
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high  protection  to  the  company's  interests  and  rights, 
while  the  State1 s  control  will  be  considerably  en- 
hanced. 

"Scope  Outlined 

"Gist  of  the  law  follows: 

"1.  The  Manchukuo  Heavy  Industry  Development  Company 
will  invest  in  steel  manufacturing,  light  metal  industries, 
mining,  motorcar  and  aircraft  manufacturing  and  coal  min- 
ing, and  will  manage  these  branches  of  industry.   It  also 
will  be  empowered  to  invest  in  gold,  zinc,  lead  and  copper 
mining. 

"2.  The  company  will  be  required  to  establish  its 
main  office  in  Hsinking. 

"3.  The  company's  board  of  directors  will  be  com- 
posed of  a  president,  two  vice-presidents,  five  or  more 
»  directors  and  three  or  more  inspectors.   The  president 
1  andjjlce^-j^residents  will  remain  in  office  for  five  years, 
TSey  will  be  appoint eC  fcy^J&tfUaain^ 
the  directors""and  inspectors  will  be  elected"."" 

"4.  The  company  will  be  capitalized  at  Yen  450,000,000 
When  necessary  the  company  may  obtain  permission  from  the 
State  Minister  concerned  to  increase  its  capitalization. 

"5.  State  control  will  be  increased  along  the  fol- 
lowing lines: 

"a.  The  right  to  appoint  and  fix  the  salaries  and 
allowances  for  the  president  and  vice-presidents  will 
be  vested  in  the  Manchukuo  Government. 

nb.  The  company  is  under  obligation  to  submit  to 
the  Hsinking  Government  a  detailed  report  on  the  busi- 
ness program  for  each  fiscal  year. 

"c.  Election  of  directors  and  inspectors,  their 
dismissal,  modification  of  the  articles  of  association, 
disposal  of  profits,  flotation  of  bonds  and  other 
important  matters  are  to  be  carried  out  under  special 
permission  of  the  State  Minister  concerned. 

"d-  Tta  State  ^iuU^^^j^j^2lj£^S^S^eA  t0 

issue  any,  order  considered  necessaryi^ci35Sl!ftliQ.nwJ.,th 
tflle  business  management   or  the   company  in  case   such  is 
deemed  necessary  with  regard  to  its   supervision  and 
control." 


Officers 
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Officers  of  Company 
The  officers  of  the  new  company  will  be: 
Chairman  and  President   Yoshisuke  Aikawa 


Directors 


Auditors 


K0  Shimokobe 
T.  Shimamoto 
E.  Tanaka 
K.  Yamada 
Baron  B.  Ito 
K.  Tamura 
G.  Asahara 
N.  Odaira 
S.  Ibuki 
C.  Iwata 
Y.  Katayama 
K.  Yamada 


III 
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III 


BACKGROUND  OF  YOSHISUKB  AIKAWA 
AND  THE  NIHON  SANGYO  KABUSHIKI  KAISHA 


Yoshisuke  Aikawa 

The  decision  of  the  Japanese  Government,  said  to 
be  controlled  in  this  matter  by  the  military  party  in 
Japan,  to  invite  capitalists  to  take  over  the  industrial 
development  of  "Manchoukuo"  was  followed  by  their 
selection  of  Mr.  Yoshisuke  Aikawa  and  the  Nihon  Sangyo 
Kabushiki  Kaisha,  of  which  he  is  President,  as  the 
sole  agent  for  carrying  the  new  scheme  into  effect. 
The  change  amounts  to  substituting  Mr.  Aikawa  and  his 
company  for  Mr.  Yosuke  Matsuoka  and  the  South  Manchuria 
Railway,  of  which  he  is  President. 

Mr.  Yoshisuke  Aikawa  was  born  in  Yamaguchi  Pre- 
fecture, Japan,  in  November  1880.   He  graduated  from 
the  Engineering  College  of  Tokyo  Imperial  University 
in  1903.   He  is  described  as  wa  scion  of  a  good 
family"  in  Yamaguchi  Prefecture.   His  father  was  a 
prefectural  government  official.  Desiring  to  learn 
about  the  metal  industry  from  the  ground  up  he  worked 
as  a  laborer  in  the  iron  foundry  in  Shibaura  for  two 
years  after  his  graduation.   He  worked  for  two  years 
as  a  laborer  in  a  foundry  in  the  United  States 0 
Upon  his  return  to  Japan  in  1909  he  founded  the 
Tobata  Casting  Company,  with  capital  provided  by 
Mitsui,  Kuhara,  Kaijima  and  Fujita  interests.   He  was 
helped  greatly  by  his  uncle,  Marquis  Kaoru  Inouye, 


-  y  - 


"a  statesman  of  the  Meiji  Restoration,"  who  took  a 
keen  interest  in  him.   He  has  for  some  years  been 


closely  associated  with  his  father-in-law,  Kusanosuke 


Kuhara,  President  of  the  Japan  Iron  Foundries,  who 


was  one  of  his  original  backers  in  the  Tobata  venture, 
who  has  supplied  much  of  Aikawa* s  capital.  Kuhara 
became  closely  associated  with  the  reactionary  ele- 
ment in  the  Japanese  Army  and  was  recently  sentenced 
to  prison  for  his  connection  with  the  now  famous 
attempt  of  those  officers  on  February  26,  1936,  to 


seize  the  control  of  the  Government. 

Mr.  Aikawa  and  Mr.  Kuhara  have,  according  to 
all  accounts,  been  favored  by  substantial  Army  sup- 
port for  the  last  few  years  and  the  present  develop- 
ment is  a  culmination  of  their  relations  with  the  Army. 
Mr.  Kuhara fs  connection  with  the  attempted  Army  coup 
d*Stat  which  resulted  in  his  imprisonment  has  pre- 
sumably improved  his  political  support  by  the  Army. 
.       The  Army  is  said  to  be  opposed  to  the  old 
\4iH^4Ju^u   \  finaricial  interests,  such  as  Mitsui,  Mitsubishi, 
llmr.cLot  kxM  -^  pumitomo,  etc,  etc.,  because  their  prosperity  bene- 

f  .  '  >f its  only  a  few  families  already  wealthy.  The  Army 
&**Zaj*1AJ~«^4    favors  Aikawa  and  his  interests  because  their  pros- 
Uv^f>  u^*«£i™  -ye-rlt'y  "bene  fits  an  alTeged  ,5,000,000  shareholders  all 
!   over  Japan,  in  addition  to  the  130,000  employees. 
,     ,  Itssejasclear  that  the  prosperity  of  the  new 

-a^V  £  *^^*'    company  will  continue  to  depend  largely  upon  the  sup- 
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I  !,^U3  U-  P01"*'  of  tlie  Army  and  upon  war  expenditures. 
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Mr.  Aikawa  publicly  and  privately  admires  American 
business  and  industrial  methods.   His  experience  in 
the  United  States  is  said  to  have  aroused  this  admiration 
and  it  is  inferred  that  he  is  genuinely  friendly  to 
Americans o   The  American  engineers  who  have  worked  for 
him  all  speak  of  him  in  the  highest  terms  so  far  as 
their  business  and  personal  relations  are  concerned. 
They  also  speak  highly  of  his  ability. 
Nihon  Sangyo  Kabushiki  Kaisha 

A  great  deal  has  been  written  about  the  Nihon 
Sangyo  Kabushiki  Kaisha  during  the  past  three  years, 
mostly  inspired  articles  intended  to  promote  the 
sale  of  shares  of  the  company  and  to  promote^ jyie~*ale 


of  the  products  of  the  subsidiary  companies.  The 
following  information  is  taken  from  a  series  of  articles 
in  the  Japan  Advertiser  of  January  16,  17,  18,  1936, 
and  from  other  sources: 

Mr.  Aikawa  and  the  Nihon  Sangyo  Kabushiki  Kaisha 
were  relatively  unknown  prior  to  1931  but  his  remark- 
able progress  since  then  has  aroused  universal  at- 
tention.  The  Aikawa -Kuhara  interests  were  built  upon 
the  success  of  the  Japan  Mining  Company,  which  has 
been  their  largest  subsidiary  and  a  most  profitable  one. 
It  is  said  to  be  the  largest  gold  mining  company-  in 
Japan  and  also  produces  silver,  lead,  copper  and^jother 
mineral  products.  In  recent  years  it  has  paid  as  much 
as  14%  dividends  on  its  capitalization  of  Yen  89,127,000. 

The 
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The  second  and  third  subsidiaries  are  the  Hitachi 
Engineering  Works  and  the  Hitachi  Electric  Power 
Company.   These  depend  largely  on  military  orders. 
The  profit  of  the  Engineering  Company  in  the  first 
half  of  1935  was  claimed  to  be  37.8$  on  its  capital- 
ization of  Yen  20,000,000  and  a  1£#  dividend  was 
declared. 

The  growth  of  the  Nihon  Sangyo  Kabushiki  Kaisha 
has  been  so  rapid  since  1931  that  in  1936  it  control- 
led  nearly  50  subsidiaries  and  was  said  to  be  promot- 
ing  new  subsidiaries  at  the  rate  of  two  a  month.   It 
was  interested  mainly  in  "mining,  manufacturing,  marine 
products  and  miscellaneous."  There  follows  on  page  12 
a  list  of  the  main  subsidiaries  as  supplied  by  the 
company  on  December  8,  1937. 

Since  that  list  was  given  it  has  just  been  an- 
nounced that  the  Nipponophone  and  Victor  Companies 
(Nos.  VTA.  and  VTB  on  the  list)  have  been  sold  to  the 
Tokyo  Denki  Kabushiki  Kaisha  (with  which  the  General 
Electric  Company  of  Schenectady,  New  York,  has  a 
working  agreement).  These  two  companies  were  pur- 
chased by  the  Nihon  Sangyo  Kabushiki  Kaisha  within 
the  past  two  years  at  the  time  when  they  were  doing 
a  very  profitable  business.   They  control  the  phono- 
graph market  in  Japan.  Since  the  new  import  tariffs, 
sales  taxes,  and  exchange  restrictions  were  put  into 
effect,  however,  it  is  said  that  the  companies  have 
had  difficulty  making  ends  meet. 

There 
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There  may  be  other  sales  of  the  Japan  interests 
of  the  Nihon  Sangyo  Kabushiki  Kaisha  in  order  to  raise 
funds  for  financing  the  venture  in  "Manchoukuo . n 

The  Nissan  Company  has  been  fully  reported  on. 
(See  the  confidential  report  of  this  office  on  June 
12,  1936,  "Japanese  Automotive  Industry.")   Its 
first  product,  the  DATSUN  midget  car,  is  said  to  be 
selling  well  in  competition  with  Japanese  three- 
wheeled  motorcycle  delivery  vans,  but  it  is  doubt- 
ful whether  the  company  is  making  an  appreciable 
profit.   Its  second  product,  the  NISSAN  standard 
sized  truck,  is  being  produced  at  a  rate  of  20  units 
a  day  for  the  Army  and  is  believed  to  be  operating  at 
a  substantial  loss. 


Companies  Controlled  by  Japan  Industries  Ltd. 

(Nihon  Sangyo  K.  K„ ) 

As  of  March  30,  1937 

Japan  Industries  established  in  1912 

Capital  Stock  Subscribed Yen  225,000,000.00 

Amount  Paid  In 198,375,000.00 

Old  Shares  -  Yen  50.00  each 

fully  paid  2,370,000  shares 

New  Shares  -  Yen  37.50  paid  in  2,130,000  shares 

Total  Number  of  Shareholders  50, 200 

Chairman  0  Yoshisuke  Aikawa 


I.  Mining  Industries 

A.  Nippon  Mining  Company  (Controlling  Interest  Held  by 

Japan  Industries  -  58%) 
Established  1929 
Capital  Stock  Subscribed  Yen  160,000,000.00 

Amount  Paid  In.. 138,750,000.00 

Old  Shares  -  Yen  50.00  each  fully  paid  ....  1,500,000  shares 
New  Shares  -  Yen  37.50  paid  in 1,700,000  shares 

Number 
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Number  of  Shareholders 6,630 

Number  of  Employees 30,000 

Nippon  Mining  Co.  owns  The  Taiwan  Mining  Co.,  Nissan 
Steamship  Co0,  and  The  Nichinan  Mining  Co. 

II.  Heavy  Industries 

A,  Hitachi  Engineering  Works  (Controlling  Interest  Held 

by  Japan  Industries  -  35%) 
Established  1920 
Capital  Stock  Subscribed  Yen  117,900,000.00 

Amount  Paid  In  73,688,000.00 

Old  Shares  -  Yen  50.00 

each  fully  paid 1,179,000  shares 

New  Shares  -  Yen  12.50  paid  in  ...1,179,000  shares 

Number  of  Shareholders  ......  7,580 

Number  of  Employees  ....30,000 

Hitachi  Engineering  Works  owns  the  Osaka  Iron  Works  & 

ShTpTrnildYnjgJTom^ 

Yen"T2T3cTCTToOT^^  s  ub  s  jdj  ar  i  e  s   z^- 

'       '  i         i»W»»^iiiii  hi. yim   hi  |-iVTi  in  n  ^r 

including  iron  foundry  industry,  precision  instrument 
manufacturing,  etc. 

B.  Hitachi  Electric  Power  Company  (Controlling  Interest 

Held  by  Japan  Industries  -  45%) 
Established  1927 
Capital  Stodk  Subscribed  Yen  10,000,000.00 

Amount  Paid  In  6,250,000.00 

Old  Shares  0  Yen  50.00  fully  paid  100,000  shares 

New  Shares  -  Yen  12.50  paid  in 100,000  shares 

Number  of  Shareholders 261 

Number  of  Employees  150 

III.  Automotive  Manufacturing  Industries 

A.  Nissan  Automotive  Manufacturing  Company   (Controlling 

Interest  Held  by  J.I*  -  100%) 
Established  1933 
Capital  Stock  Subscribed  Yen  10,000,000 

Amount  Paid  In 10,000,000 

Nissan  Automotive  Manufacturing  Co.  owns  the  Nissan 
Automotive  Sales  Co.  with  capitalization  of  Yen  5,000,000. 

IV.  Chemical  Industries 

A.  Japan  Chemical  Company  -  (Controlling  Interest  Held 

by  Japan  Industries  -  100%) 
Established  1934 
Capital  Stock  Subscribed  Yen  62, 000, 000 

Amount  Paid  in 53,900,000 

Old  Shares  -  Yen  50.00  fully  paid  430,000  shares 

New  Shares  »  Yen  40.00  paid  in 810,000  shares 

Number  of  Employees  ........  20, 000 

Japan  Chemical  Co.  owns  12  chemical  manufacturing  companies. 
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Bo  Japan  Oil  Company  -  (Controlling  Interest  Held  by  Japan 

Ind.  -  60%) 
Established  1921 
Capital  Stock  Subscribed  Yen  17,500,000 


Amount  Paid  In Yen  17,500,000 

No,  of  Shareholders  2,367 

No.  of  Employees  £,000 

Japan  Oil  Co,  owns  40  manufj^  in  soybean, 

fish  oil  Industrie s ,  e tcT 
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V.  Fishing  Industries 

A.  Japan  Fishing  Industries,  Ltd.  -  (Controlling  Interest 

Held  by  Japan  Industries  -  46$) 
Established  1925 
Capital  8tock  Subscribed  Yen  91,500,000 

Amount  Paid  In  . .. 55,500,000 

Old  Shares  -  Yen  50.00  fully  paid  ..«..  840,000  shares 

New  Shares  -  Yen  12o50  paid  in 960,000  shares 

Number  of  Shareholders  33,450 

Number  of  Employees 5,000 

Japan  Fishing  Industries  owns  56  subsidiaries. 
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B.  South  American  Fishing  Industries,  Ltd.  -  (Controlling 

Interest  Held  by  J.I.  -  100$) 
Established  1932 
Capital  Stock  Subscribed  ..  Yen  1,000,000 

C.  Japan  Fishing  Industries  Research  Institute  -  (Control- 

ling Interest  Held  by  J.I.  -  100$) 
Established  1935 
Capital  Stock  Subscribed  Yen  1,000,000 

VI.  Electric  &  Musical  Industries 

A,  Nipponophone  Co.,  Ltd.  (Columbia)  -  (Controlling  Interest 

Held  by  J.I.  -  59$) 
Established  1910 

Capital  Stock  Subscribed  &  Fully  Paid  ...  Yen  7,000,000 
Number  of  Employees  ...  1,700 

B.  Victor  Talking  Machine  Coc.  of  Japan,  Ltd.  (Controlling 

Interest  Held  by  J.I.  -  6e$) 
Established  1927 

Capital  Stock  Subscribed  &  Fully  Paid  Yen  7,500,000 
Number  of  Employees  ...  1,000 

VII.  Plantation  Industries 

A.  Ja"oan  Industries  Rubber  Estate  Co.  -  (Controlling 

Interest  Held  by  J.I.  -  64$) 
Established  1934 

Capital  Stock  Subscribed  &  Fully  Paid  Yen  6,000,000 
Number  of  Shareholders  ...  1,183 
Number  of  Employees  3,100 

VIII.  Other  Industries  &  Businesses 

A.  Daido  Match  Company  -  (Controlling  Interest  Held  by  J.  I.« 

91$) 
Established  1927 
Capital  Stock  Subscribed  &  Fully  Paid  Yen  4,000,000 

Number  of  Employees 4,000 

Daido  Match  Co.  owns  7  subsidiaries 
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B.  Godo  Real  Estate  Company  -  (Controlling  Interest 

Held  by  Jo I.  -  100%) 
Established  1915 

Capital  Stock  Subscribed  Yen  5,000,000 
Amount  Paid  In 2,500,000 

C.  Sakhalin  Steamship  Company  (Controlling  Interest 

Held  by  J.I.  -  80%) 
Established  1918 
Capital  Stock  Subscribed  Yen  3,000,000 

D.  Chuo  Civil  Engineering  Company  (Controlling  Int.  Held 

by  J.I.  -  100%) 
Established  1930 
Capital  Stock  Subscribed  Yen  1,000,000 

E.  Imperial  Lumber  Company  (Controlling  Interest  Held  by 

J.  I.  -  100%) 
Established  1933 
Capital  Stock  Subscribed  Yen  250,000 
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IV 

ANALYSIS  OF  ECONOMIC 
FACTORS  INVOLVED 

The  announced  intention  of  the  Nihon  Sangyo 
Kabushiki  Kaisha  is  to  invite  foreign  capital  to 
participate  in  the  development  of  "Manchoukuo" . 
Mr0  Aikawa  is  said  to  be  planning  to  visit  the 
United  States  very  shortly  to  obtain  American  capital. 
He  will  probably  be  accompanied  by  Mr.  James  W.  Murray. 
Mr.  Murray  is  an  American  citizen  who  came  to  Japan 
several  years  ago  as  Treasurer  of  the  Nipponophone 
Company  (Columbia  Phonograph  Company)  in  Kawasaki. 
When  the  company  was  purchased  by  the  Nihon  Sangyo 
Kabushiki  Kaisha  in  1935,  Mr.  Murray  was  retained  by 
the  new  owners  and  has  since  been  acting  in  an  ad- 
visory capacity  to  the  Company  on  financial  matters 
particularly  in  its  dealings  with  American  companies 
in  the  United  States.  Mr.  Murray  will  therefore 
assist  Mr.  Aikawa  in  completing  any  financial  ar- 
rangements which  Mr.  Aikawa  decides  upon  but  will 
not  engage  in  any  of  the  promoting  activities  of 
Mr.  Aikawa. 

Mr.  Aikawa  needs  money  or  credit  totalling 
several  million  dollars.  He  wants  it  in  the  form 
J  of  machine  tools,,  factory  equipment,  foundry  and 
steel  mill  equipment,  juining  equipment,  automotive 
equipment,  and  materials.  He  wants  also  the  latest 
engineering  advice  and  the  assistance  of  American 
engineers  to  design  the  plants,  purchase  and  install 

■hhft 
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the  equipment  and  get  the  new  industries  in  running 
order. 

He  will  pay  well  for  what  he  buys  but  he  wants 
all  this  on  credit  for  at  least  three  years  and  pre- 
ferably for  ten  years.   His  proposition  is  to  ex- 


change  shares  or  debentures  of  the  subsidiary  companies 
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tcarJOn  materials^  gflUlPBlOTt-flPfl.  engineering  advice 

received.   He  does  not  want  to  issue  debentures  or 
make  loans  which  mature  in  less  than  ten  years. 

He  will  propose  that  all  American  dollar  invest- 
ments will  be  represented  by  shares  or  debentures  in 
yen;  that  such  yen  values  will  be  revalued  whenever 
they  are  re -purchased  by  the  company  so  that  the 
American  investor  will  get  the  same  dollar  refund, 


regardless  of  any  possible  yen  depreciation,  as  his 
original  dollar  investment. 

The  guarantee  of  such  an  arrangement  will  be 
made  by  the  "Manchoukuo"  Government  in  the  form  of 
laws  or  regulations  but  not  by  treaties. 

No  American  or  other  foreign  investment  will  be 
permitted  to  own  a  controlling  interest  in  any  of  the 
subsidiaries,  and  none,  of  the  foreign  investjgent  will 


be  permitted  in  shares  of  the  parent  company. 

Americans  who  may  be  approached  by  Mr,  Aikawa 
should  consider  the  matter  very  carefully  before  com- 
mitting themselves.   The  following  facts  are  given 
as  bearing  upon  any  plans  he  may  suggest: 

1.  The  purpose  of  Mr.  Aikawa1 s  invitation  to 
American  capitalists  is  to  obtain  funds  or  credit 

which 
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which  are  not  readily  available  in  Japan  to  carry  out 
his  plans  in  "Manchoukuo."  A  statement  regarding 
Japan's  capital  resources,  prepared  by  Vice  Consul  Ivan 
Bo  White,  is  enclosed  herewith.  The  profit  accruing  to 
American  investors  is  only  incidental  to  his  venture. 
He  would  not  seek  American  capital  if  he  could  get 
I     sufficient  capital  in  Japan. 

20  The  success  of  the  venture  in  wManchoukuon 
depends  upon  (a)  the  economic  possibilities  of  "Man- 
choukuo,"  (b)  the  economic  situation  in  Japan  itself, 
(c)  the  success  of  Japan  in  China,  (d)  the  political 
support  of  the  Japanese  Army,  (e)  the  continuation  of 
heavy  expenditures  in  Japan  and  "Manchoukuo"  for 
munitions  and  other  war  purposes  and  (f )  Mr.  Aikawa's 
|  ability. 

30  There  is  a  great  difference  of  opinion  as  to 
what  the  economic  possibilities  of  nManchoukuow  are. 
It  is  an  agricultural  country  and  the  Japanese  Govern- 
ment wishes  to  keep  the  market  there  for  Japan* s  own 
industries  and  does  not  wish  to  establish  industries 
that  will  compete  with  its  own  factories.  It  seems 
inconsistent,  therefore,  to  establish  a  new  automotive 
industry  and  a  new  aircraft  industry,  as  announced  by 
the  Company,  unless  it  is  being  done  purely  for  reasons 
of  military  defence  against  Russia.  The  present  an- 
nual automotive  market  in  "Manchoukuo"  is  only  £500 
units.  The  annual  consumption  of  aircraft  for  civil 
purposes  is  very  little,  The  principal  industrial 
possibilities,  from  an  economic  point  of  view,  appear 

to 
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to  be  the  production  of  iron  and  coal  as  a  source  of 
supply  to  Japanese  industries  and  for  national  defence. 

This  office  is  not  supplied  with  sufficient  data 
to  report  upon  the  economic  possibilities  of  nMan- 
choukuo."  This  data  should  be  available  in  the  Con- 
sulates in  "Manchoukuo."  There  is  doubt,  however, 
as  to  whether  the  proposed  development  is  more  for 
economic  reasons  than  for  military  defence, 

4.  As  the  "Manchoukuo"  Government,  which  is  a 
50$  owner  of  the  new  company  and  which  guarantees 
the  profits  and  other  benefits  to  American  investors,  ^£ 
is  the  instrument  of  the(_  Japanese  Government,  vt  he    fli{ 
success  or  failure  of  the  new  company  will  depend 
largely  upon  the  success  or  failure  of  present  economic 
developments  in  Japan.  Practically  every  American  or 
English  economist  or  business  man  with  intimate 
knowledge  of  the  country  agrees  in  predicting  serious 
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economic  trouble  f or  the  country  within  the  next 
three  years,  whether  Japan1 s  military  activities  in 
China  succeed  or  fail*  As  economic  conditions  in 
Japan  become  worse,  Japan's  ability  to  support 
{  "Manchoukuo"  decreases  and  any  guarantees  as  to  profits, 
j  to  exemption  of  profits  from  taxation,  to  permission  to 


export  profits  and  dividends  become  affected*  The  much 
advertised  "Japan -Mane ho ukuo  bloc"  is  only  as  good  as 
Japan  can  make  it* 

5.  Japan* s  success  in  China  depends  upon  many  unknown 
and  unpredictable  factors*  The  present  military  activity 

is 


is  costing  Japan  a  great  amount  of  money  and  the 
desired  economic  expansion  there  will  cost  a  great 
deal  more.  The  Japanese  business  men  are  not  believed 
to  be  too  optimistic,  but  in  any  case  it  is  admitted 
that  failure  of  their  economic  expansion  in  China  would 
be  ruinous  to  Japan  after  the  great  sacrifices  they 
are  now  making. 

6.  The  Japanese  admit  that  the  prosperity  of  the 
heavy  industries  of  the  country  since  1932  is  largely 
due  to  military  expenditures.   This  can  easily  be 
proved,  and  no  attempt  has  been  made  to  deny  it.  It 
is  admitted  that  such  expenditures  cannot  be  supported 
indefinitely.   It  follows  that  when  the  expenditures 
stop  either  by  reason  of  exhaustion  or  otherwise,  the 
heavy  industries  will  suffer  a  depression.  As  the  acti- 
vities of  the  new  company  in  "Manchoukuo"  will  be  largely 
in  heavy  industries  and  as  some  of  the  leading  activities 
of  the  Nihon  Sangyo  Kabushiki  Kaisha  in  Japan  proper, 
which  are  now  taken  over  by  the  new  company,  are  heavy 
industries,  it  is  hard  to  see  how  the  Manchoukuo  Heavy 
Industry  Development  Company  can  fail  to  suffer  when  it 
loses  the  support  of  the  war  expenditures. 

7.  As  the  Japanese  Army  officials  are  so  powerful 
politically  and  as  their  policies  are  subject  to  change 
without  consideration  of  other  interests,  it  is  always 
possible  for  them  to  abandon  Mr.  Aikawa  and  his  company 
just  as  abruptly  as  they  dropped  Mr.  Matsuoka  and  the 
South  Manchuria  Railway. 

8.  The  success  of  the  venture  also  depends  largely 
upon  Mr.  Aikawa* s  ability  to  manage  the  huge  interests 

he 


he  h&3  undertaken*  Although  he  has  been  successful 
to  date,  his  success  has  admittedly  been  due  in  large 
measure  to  conditions  over  which  he  has  no  control. 
It  is  one  thing  to  expand  successfully  in  boom  times. 
It  remains  to  be  seen  how  he  can  do  in  a  depression. 
Some,  but  not  all,  of  his  ventures  have  succeeded „ 
Certainly  his  automotive  ventures  are  not  a  success 
and  without  Army  support  would  have  been  abandoned. 

9.  The  American  investor  can  buy  Japanese  Govern- 
ment bonds  in  New  York,  payable  in  U.  S.  dollars,  at 
such  a  discount  that  they  yield  him  10$.   The  invest- 
ment in  the  new  company  has  only  a  6$  guaranteed  yield. 
The  possibility  of  getting  more  than  6%   is  purely 
speculative.   (See  Note  on  page  28.) 

10.  The  American  investor  cannot  buy  any  shares 
of  the  Manchoukuo  Heavy  Industry  Development  Company 
but  only  of  the  subsidiary  companies.  The  parent 
company  could  declare  a  substantial  profit  from  sources 

\     not  available  to  the  American  investor  and  the  sub- 
'  sidiary  might  only  declare  a  6$  dividend. 

11.  The  American  investor  cannot  control  more 
than  49$  of  the  stock  of  any  subsidiary,,  If  the  sub- 
sidiary, for  example,  made  automobiles,  the  American 
investor  could  not  keep  the  company  from  exporting  to 
markets  in  competition  with  his  American  plant.  He 
could  not  be  a  decisive  factor  in  any  of  the  acts  the 
directors  decided  upon.   He  could  be  "frozen  out"  at 
any  time. 

IE.  The  economic  set  up  in  "Manchoukuo"  is  still 
a  monopoly,  the  only  change  being  from  the  South  Manchuria 

Railway 
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Railway  to  the  Iwanchoukuo  Heav}/-  Industry  Development 
Company.   If  the  activities  of  any  subsidiary  in  which 
an  American  might  invest  should  run  counter  to  the 
purpose  of  the  controlling  interests  of  the  parent 
company,  they  would  be  curtailed  even  though  it  ad- 
versely affected  the  subsidiary, 

13.  As  Japan  has  announced  upon  a  number  of  oc- 
casions that  the  terms  of  treaties  should  not  be  bind- 
ing upon  her  when  the  conditions  existing  at  the  time 
the  treaties  were  made  have  changed,  it  is  hard  to 
believe  that  less  formal  guarantees,  as  represented  by 
the  laws  of  "Ilanchoukuo"  would  be  considered  as  bind- 
ing her  if  economic  conditions  in  Japan  became  so  un- 
favorable as  to  make  it  difficult  to  carry  them  out. 
Up  to  now  the  Japanese  Government  has  never  default- 
ed on  its  bonds .   It  would  not  do  so  unless  the  economic 
■  situation  became  hopeless o  The  situation  is  becoming 
more  and  more  serious,  however,  and  it  is  too  soon  to 
say  that  Japan  will  never  default.  American  experience 
in  Germany,  Italy,  Russia,  Spain  and  other  countries 
and  the  experience  of  the  foreign  oil  companies  in 
"Manchoukuo"  should  be  considered  in  predicting  pos- 
sibilities of  American  participation  in  the  new 
venture. 

Enclosure: 

Memorandum  -  Japan's  Capital  Resources. 
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7-1'  20,    January   5,    8  p.   m.       (SECTION    ONE) 

l 

V"*  STRICTLY  CONFIDENTIAL   FOR   THE    SECRETARY. 

rip1         -)  LEgEr  who    in    thE    absEncE    of  DElbos    is    in    chargE 

!    0 

J"!  a~i        of  thE  ForEign  OfficE  statEd  to  itie  today  that  it  was 
I  v '       thE  most  ardEnt  hopE  of  thE  FrEnch  GovErnmEnt  that 

,  os      our  GovErnmEnt  might  not  bEcomE  involvEd  in  war  in 
•'j.  f      thE  Far  East.  He  added  that  hE  madE  this  statEmEnt 

tjit*}  not  for  humanitarian  rEasons  but  bEcausE  hE  fElt  cEr- 

tain  that  if  we  should  bEcomE  involvEd  in  war  against 

Japan  thE  British  would  bE  compEllEd  to  follow  us  and 

would  bE  unablE  to  act  in  EuropE.  This  would  mEan 

that  thE  position  of  Francs  in  EuropE  would  bE  so   5* 

grEatly  wEakEnEd  that  GErmany  and  Italy  would  strikE*"""* 

immEdiatEly.  FrancE  would  bE  lEft  to  dEfEnd  hEr     co 

frontiErs  and  hEr  alliEs  against  thE  combinEd  forcEs 

of  GErmany  and  Italy.  That  would  bE  bEyond  hEr 

strEngth.  He  fElt  cErtain  thErEforE  that  thE  involvE- 

mEnt  of  thE  UnitEd  StatEs  in  war  in  thE  Far  East  would 

mEan  catastrophE  for  FrancE  and  for  EuropE. 
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to  anyonE,   (D) 

SEcrEtary  of  StatE, 
Washington. 

20,  January  5,  8  p.  m.   (SECTION  TWO) 
LEgEr  addEd  that  hE  knEW  thErE  wete  various  forcEs 
in  England  which  wete  doing  thEir  utmost  by  mEthods 
opEn  and  sEcrEt  to  pErsuadE  thE  UnitEd  StatEs  to  act 
against  Japan.  He  said  that  hE  had  discussEd  thE  pos- 
sibilitiEs  of  British  action  in  thE  Far  East  at  grEat 
lEngth  with  various  English  statEsmEn  and  diplomats 
rECEntly.  He  could  assurE  mE  that  thErE  was  not  thE 
slightEst  chancE  that  England  would  to  go  war  with 
Japan  no  mattEr  what  insults  shE  might  teceIve  from 
Japan  and  no  mattEr  how  sE^ious  might  bE  Japans se  ag- 
grEssion  against  hEr  intsrEsts  and  possEssions  in  thE 
Par  East.  The  British  GovErnmEnt  had  no  illusion 
that  it  could  carry  on  a  war  successfully  in  ChinEse 
and  JapanESE  watsrs.  A  joint  action  in  which  thE 
United  States  would  carry  the  major  portion  of  the 
burden  would  be  quite  another  matter. 

His  latest  information  from  Russia  was  that  the 

Russian 


LMS  2-No*  20,  January  5,  8  p.  m.,  Sec.  2,  from  Paris. 

Russian  GovErnmEnt  would  continuE  supplying  arms  and 
munitions  to  Chiang  Kai  Shek  but  positivEly  would  not 
bEcomE  involvEd  in  thE  war. 
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This    tEiFgrarn  must   be  Paris 

closEly  paraphrasEd  bE- 

forE   bEing  communicatEd  DatEd  January  5,    1938 

to   any on e,      (D) 

REc'd  6:40  p.m. 


SEcrEtary  of  StatE, 
Washington, 

20,    January  5,    8  p.m.   SECTION   THREE 
He   bEiiEVEd  that   Chiang  Kai  Sh^k  probably  would 
TEtirE    into  SzEohuan  and  continuE   to  fight   but   hE   was 
not    surE   that   this   was    so,      Chiang  Kai  ShEk  unquEs- 
tiona^ly  dEsirEd  to   continuE  thE  war   and  to   avoid 
nEgotiations   but  thETE  wete  many  othEr  lEadErs    in 
China  who  dEsirEd  to    EntEr  into  nEgotiations,     ThE 
ChinESE  had  conssntEd  to   rECEivE   tErms   of  pEacE   from 
thE  hand3   of  thE  GrErman  Ambassador   in  spitE   of  thE 
Gfi^an^cfl  warnings   of  thE  FrEnch  ForEgin  Off icE    as 
to  thE  naturE   of  thE   tErms,     This   sEEmEd  to  him  to 

indicatE   that   thE  will   to   continuE   fighting  was  not 

in  Ghina 
so  strong  as^iE  would  likE  to  see   it, 

LEgEr  was   Iess   pEssimistic  than  ChautEmps  with 

rEgard  to  thE   ultlmatE   EffEcts   of  Goga»s   appointmEnt 

as   PrimE  Minis tsr  of  Rumania.     He   said  that   thE  King 

had 


sms   2  -  No.  20,  January  5,  8  p.m.  from  Paris.   Sec.  3 


had  said  to  thE  FrEnch  MinistEr  in  BucharEst  that 
thE  PrimE  MinistEr  would  havE  nothing  to  do  EithEr 
with  forEign  affairs  or  with  military  affairs.  He, 
thE  King,  would  control  Rumanian  policy  in  both  thESE 
fiElds  and  hE  would  de  EntirEly  faithful  to  his  friEnd« 
ship  with  FrancE.   LEgEr  statEd  that  GEnEral  AvarESCU, 
thE  nEw  Rumanian  MinistEr  for  War,  had  accEptEd  thE 
officE  only  aftEr  plEdgEs  from  thE  PrimE  MinistEr  and 
thE  Kins  that  thE  policy  of  friEndship  with  FrancE 
should  not  de  abandonEd. 
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Thi?  tElEgram  must  bE  From     Paris 
closEly  pavaphrasEd  bE- 

forE  bEing  communicatEC  DatEd  January  5-,  193-$ 

to  anyonE.   (D) 

REc'd  6:40  p.m. 


SEcrEtary  of  StatE, 
Washington. 

20,  January  5,  8  p.m.   SECTION  PDuBr 
Finally,  LEgEr  statEd  that  Goga  himsElf  had  said  to 
thE  FrEnch  MinistEr  that  both  forEign  affairs  and 
military  affairs  wete  not  undEr  his  control  but  under 
thE  control  of  thE  King.  LEgEr  addEd  that  thE  mill* 
tary  supp He3  which  FrancE  had  promisEd  to  Rumania 
would  continuE  to  bE  sEnt  to  Rumania;  but  would  bE 
dElivErEd  with  an  EyE-droppEr,  vEry  littlE  at  a  timE 
in  rEturn  for  good  bEhavior. 

LEgEr  insistEd  that  accord  was  now  pErfEct  be- 
twEEn  FrancE  and  England  with  rEgard  to  thE  policiEs 
to  bE  pursuEd  vis-a-vis  GErmany  and  Italy.  Chamber- 
lain was  as  convincEd  as  thE  FrEnch  GovErnmEnt  that 
no  accEptable  agrEEmEnt  could  bE  madE  with  Mussolini 
unless  an  agrEEmEnt  should  havE  bEEn  made  previously 
with  Germany,  ThE  FrEnch  and  British  Governments 

while 


sms   2  -  No.  20,  January  5  from  Paris.  SEction  4 

whilE  continuing  to  rEarcn  as  fast  as  possiblE  would 
thETEforE  spEak  softly  and  amiably  to  GErmany  and 
ignorE  Italy. 

END  OF  MESSAGE 
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Secretary  of  State, 
Washington. 


Paris 

Dated  January  5,  1938 

Rec*d  6:25  p.  m. 


20,  January  5,  8  p.  m.   (SECTION  ONE) 
STRICTLY  CONFIDENTIAL  FOR  THE  SECRETARY. 
Lcger  who  in  the  absence  of  Delbos  is  in  charge 
of  the  Foreign  Office  stated  to  me  today  that  it  was 
the  most  ardent  hope  of  the  French  Government  that 
our  Government  mitfht  not  become  involved  in  war  In 
the  Far  Cast.  He  added  that  he  made  this  statement 
not  for  humanitarian  reasons  but  beoause  he  felt  cer- 
tain that  if  wc  should  become  involved  in  war  against 
Japan  the  British  would  be  compelled  to  follow  us  and 
would  be  unable  to  act  in  Europe.  This  would  mean 
that  the  position  of  France  in  Europe  would  be  so 
greatly  weakened  that  Germany  and  Italy  would  strike 
immediately.  France  wouM  be  left  to  defend  her 
frontiers  and  her  allies  against  the  combined  forces 
of  Germany  and  Italy,  That  would  be  beyond  her 
strength.  He  felt  certain  therefore  that  the  involve- 
ment of  the  United  States  in  war  in  the  Far  East  would 
mean  catastrophe  for  France  and  for  Europe. 
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Dated  January  5,  193B 
REc'd  6:35  p.  m. 


Seorct.^ry  of  3tatr, 
Waanington. 

20,  January  §,  8  p.  m.   (SECTION  T'tO) 
I.egLr  added  that,  he  kiuw  thrri  wtt't  vnrlnuri  I'ortu  n 
in  England  which  were  doing  thEir  utmost  by  mEthods 
opEn  and  secret  to  persuade  thE  UnitEd  States  to  act 
against  Japan.  He  said  that  hE  had  discussed  the  pos- 
aibilitiEs  of  British  action  in  thE  Far  East  at  great 
lEngth  with  various  English  statesmen  and  diplomats 
recently.  He  could  assure  me  that  therE  was  not  the 
slightest  chance  that  England  would  to  go  war  with 
Japan  no  mattEr  what  insults  shE  might  receive  from 
Japan  and  no  matter  how  serious  might  be  Japanese  ag- 
gression against  her  interests  and  possEssions  in  thE 
Par  East.   Tht  British  Government  had  no  illusion 
that  It  oould  carry  on  ft  war  auoot  «afu  i  ]  y  tit  OMiitm 
and  Japanese  waters.  A  joint  action  in  which  the 
United  States  would  carry  the  major  portion  of  the 
burden  would  be  quite  another  matter. 

His  latest  information  from  Russia  was  that  the 

Russian 
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Russian  Oovcrwr.cnt  would  continue   supplying  arms   nnd 
munitions   to    ^hinns  Kai  Shek   but   nosltively  would  not 
bi'Momt    Involved    in    the    n»»ij», 
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3corrt nry   of  State, 
Wash  ngton , 

20,    January  5,    8  p.m.   SECTION   THREE 
He   bElieved  that  Chiang  Kai  Shik  probp^ly  would 
retire    Into  Szeohuan  and  continue   to  fight   but   he   was 
not    sui'E   that   this   was    so.      Chiang  Kai  ShEk  unques- 
tionably desired  to  continus   thE  war  and  to  avoid 
negotiations  but  there  were  many  other  leaders    In 
China  who  desired  t0  enter  into  negotiations.     ThE 
ChinEse  had  consented  to   rECEivE   tErms   of  pEacE   from 
thE  hands  of  the  German  Ambassador   in  spitE   of  thE 
adfan«*4  warnings   of  the  FrEnch  ForEgin  Off ics    as 
to  the  nature   of  thE  terra* .     This   sEEmEd  to  him  to 

indicate   that   the  will   to  continuE   fighting  was   not 

In  China 
so  strong  as^ie  would   like   to  see    it, 

Leger  was   Iess  pessimistic   than  ChautEmps   with 
regard   to   thE  ultimate    EffEcts   of  Goga»s   appointment 
as   PrimE  J.'.inistEr  of  nuraania.     He    said   that   thE   King 

had 
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had  Bt\i  '  to  l  he  French  i' In  later  In  Buch'urr  at  thai 
the  Pri.iE  Minister  would  have  nothing  to  do  Either 
with  foreign  affairs  or  with  military  affairs.  He, 
the  King,  would  control  Rumanian  policy  in  both  these 
fields  and  he  would  be  entirely  faithful  to  his  friend- 
ship  with  France,   Leger  stated  that  GenEral  Avarescu, 
the  new  Rumanian  Minister  for  "far,  had  accepted  the 
office  only  after  pledges  from  the  Prime  Minister  tin  \ 
the  Kin,;  that  thE  policy  of  friendship  with  France 
should  not  be  abandoned. 
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s  SEorctary  of  StatE, 

.  Washington. 

20,  January  5,  8  p.m.  SECTION  F0TJBr 
Finally,  LEgEr  stated  that  Goga  himself  ha:!  saii  to 
thE  FrEnch  Minister  that  both  foreign  affairs  an! 
military  affairs  were  not  unrUr  his  control  hut  undEr 

the  control  of  thE  Kinr  #  Lrger  added  that  the  mili- 

C 

tary  suppliE3  which  France  had  promised  to  Rumania 

would  continue  to  de  sent  to  Rumania;  but  would  be 

•2    delivered  with  an  EycdroppEr,  very  little  at  a  time 

in  return  for  pood  bEhavior. 

L»:gtr  Insisted  that,  n  '•or'-'  win  no*  pr  »Tr  :\.    I  r- 

twecn  Francs  and  England  with  regard  to  the  policies 

to  be  pursued  vis-o-vis  Germany  and  Ita]y,   Chamt»tr- 

lain  wnn  na  convincEd  n3  the  French  Government  that 

no  accEptablE  agrEement  could  bt  node  with  Mussolini 

unless  on  agreement  should  have  been  made  previously 

with  Germany.  ThE  French  and  British  Governments 

while 
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while  continuing  to  rearm  £3  fast  as  possible  wouil 
thErefore  spenk  softly  ani  amiaMy  to  Gerr.any  an  1 
ignore  Italy. 

END  OF  MESSAGE 
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SEcrEtary  of  StatE, 

Washington,  D.C. 

55,  January  12,  6  p.m. 

ThE  nEv;  Italian  Ch?^t  d'AffairEs  in  Paris,  M. 
Prunas,  who  until  his  assignmEnt  hETE  was  associatEd  with 
Ciano  in  thE  Italian  PorEign  OfficE,  statEd  to  mE  that 
Italy  would  not  de  disturbEd  in  thE  lEast  if  GErmany 
should  absorb  Austria  and  Establish  hErsElf  on  thE  BrEn»-r. 
tiEr  Pass. 

I  askEd  if  thE  Italian  GovErnmEnt  would  not  fEar 
a  dEmand  for  thE  annExation  of  thE  300,000  Tyrolians 
now  on  thE  Italian  sidE  of  thE  frontiEr.  Prunas  rE- 
pliEd  that  hE  did  not  ExpEct  this  quEstion  to  causE 
any  difficult! es .  Conf idEntially,  hE  could  inform  mE 
that  Italy  and  GErmany  had  rEachEd  an  agrEEmEnt  for 
thE  Emigration  to  GErmany  of  thE  Tyrolians  in  quEstion. 

Last  August  thE  Italian  GovErnmEnt  had  bEEn  in- 
form Ed  by  thE  GErman  GovErnmEnt  that  it  would  bE  glad 
to  teceIve  agricultural  laborErs  from  thE  Tyrol.  ThE 
first  agrEEmEnt  which  providEd  for  thE  shipmEnt  of 
2,500  Tyrolians  had  bEEn  nEgotiatEd  by  himsElf.  MorE 
than  30,000  Tyrolians  had  alrEady  gonE  to  GErmany. 

ThE  GErman  and  Italian  GcvErnmEnts  had  agrEEd 

that  thESE  Emigrants  from  Italy  should  nEVEr  rEturn.^ 

ThEy     „ 
\ 
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ThEy  would  be  pErmittEd  to  acquire  GErman  citizEn- 
ship.  ThE  Emigration  would  continuE  month  by  month 
until  such  a  timE  as  GErman-spEaking  minority  had 
bEEn  EliminatEd.  Thus  thE  BrEnnEr  Pass  would  consti- 
tutE  a  clEar  dEmarcation  bEtwEEn  GErmans  and  Italians 

I  havE  no  mEans  of  knowing  whEthEr  or  not  Mr. 
Prunas  is  to  bE  takEn  sEriously;  but  if  his  rEmarks 
should  bE  truE  th.Ey  would  sEEm  to  indicatE  that  not 
only  has  Mussolini  abandonEd  Austria  to  HitlEr  but 
also  that  HitlEr  and  Mussolini  arE  attEmpting  to  prE- 
parE  thE  basis  for  long  tErm  coopEration. 

BULLITT 

SMS  NPL 


r    r»     Nil  nr    "•  "ir  umI  f\1  i   l 

t        »',v  m     ('")  I  m!  ii|   ,t-  mi!  i'v    I:*,     i 

i;i  •  '  d   P. :.'  i    i  .•-. 

LTl'iTV     i      '       '  '  •    ♦.  L, 

V.    nhlngtc  n  ,    D.O  . 

'■!  ,    .!«  n\s«  ry    1" ,    •     t  ,  -i. 

ThE   ne-'  lt-15-n  Charge   d^ff-ires   In   F-rlu,    :.'.. 
Prvn^.i,    r/hc    until    his    -.rr.lrn  'rr.t   hErE   v.\as    a3seci'.ted   vi  th 
Cl-.ni     in    the    lt-li    n    j'Vrtl/v1.    OfHcL,    stated    t.<     :ni     that 
It   ly  wrul-1   nrt   bt   disturbed    In    the    lest    If  OEraany 
slruld   ibs orb  Austria    ~.nd    Establish  hErsElf   en    the   BrEn-- 
tier  Pass. 

I    naked   If   the   It-li-n   C-<  vcrnmtnt  \v  uld   not    feir 
a  demind   for   the   annexation  cf   thE   300,000  Tyroli^ns 
now  on   the   Italian    sidE   cf   thE   frontlEr.    Prunas    te- 
Dliei    that  hE   did  not    ExpEct    this   quEstirn   tn   cause 
anv   difficulties.   Confident' illy,    he   could   tnf-ra  hie 
thit  It^ly  and  Geraany  hr,d   rea^hEd   an   agreement   f>;r 
the   E-nigrati'-n   to  Heram:-   r.C   the   Tyr.llins    In   question. 

List   ..ugurt    thE   It   li^n   (Vvern^ent   had  bEEn   in- 
fo mi  ed  b^r   the  GEr"rn  Q~vcrn --.er. t    t)-r.t   It  wculd   bE   glrd 
to   peceIve   agricultural   la borers   fr    .   thE   Tyrci.    ThE 
first    a^reEnEnt  which   nr^vided    f~r    the    shipment    :f 
2,500  Tyr-.11   nc   h-d   bEEn   negotiated   by  hir.self.    V.r-rz 
th-.n   30,000  Tyrolions    hid      lrt.    dv    g   nt    t      Gtr  :ar.y. 

The  Geraan   and  Italian  G"  vErn'-Ento   had   agreed 

that    thEse   enlgrrnts   fr^-r.  It   lv   shuld   nEver   return. 

ThEy 
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Tin,**  villi  it  pLrmtttcd  to   acquire  Herman  citizen- 
ship.' The  E'Til  jrnti~n  would  continue  month  by  month 
until  such  a  time  as  German-speaking  minority  had 
been  eliminated.  Thun  the  Brenner  Paso  would  consti- 
tute a  clear  demarcation  between  Germans  and  Italians. 

I  have  no  means  of  knowing  whether  or  not  Mr. 
Prunas  Is  to  be  taken  seriously;  but  If  his  remarks 
should  be  true  they  would  seem  to  Indicate  that  not 
only  has  Mussolini  abandoned  Austria  to  Hitler  but 
also  that  Hitler  and  Mussolini  are  attempting  tc  pre- 
pare the  basis  fcP  leng  term  cooperation. 
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js  This  KSIfBffig^M  RECEIVE**  J  i 

closely  paraphrasEd  bE-  PAKLS^ 

fcrE  bEing  communicatEd  L_ ^Uli'' 

to   an^QBE    (D)  DatEd  January  12, 

From 

REc'd  7:15  p.m. 


SEcrEtary  of  StatE, 


,f»c»  ^yr^  sf  **■> 


fl'4.  Washington,   D.C.      «     JAIUtli,B      ,,      /^v       MR 


»'  .  ^W£oj£lL^„^  \       ^  ^  3/938 

^iHpm  of  s^A 


56,    January  12,    7   p,mr*fSi*H6irONE)  .VA-,, 


STRICTLY  CONFIDENTIAL  FOR  THE  SECRETARY. 

In  th£  coursE  of  our  convErsatlon  this  aftErnoon 
I  askEd  DElbos  whEthEr  or  not  hE  intEnded  to  takE  up 
in  an  activE  mannEr  Hitler's  latEst  s^atEmEnt  with 
rEgard  to  his  dEsirs  for  pEacE.  He  said  that  hE  did. 
He  would  use  thE  first  opportunity  affordEd  him  by  an 
intErpEllaticn  in  thE  ChambEr  of  DEputiEs  to  makE  a 
spEEch  in  which  hE  v/ould  rEfEr  to  HitlEr's  statEmEnt 
and  Exprsss  thE  profound  dEsirE  of  Franc e  to  achiEVE 
1^'       rEConciliation  with  GErmany.  He  would  add  that  thE 

French  GovErnmEnt  dEsirsd  tc  EntEr  into  immEdiatE  con- 


%* 


+ 


r   ■ 

VErsations  with  GErmany  for  thE  purposE  of  "humaniza-   co 
.  4*     tion"  cf  war,  improvEmEnt  of  cultural  rslations,  ex-    c§ 
chang £  of  visits  by  young  French  and  young  GErmans, 

and  limitation  of  production  of  military  aircraft.  I       f\ 

O 

askEd  DElbos  if  hE  had  any  hops  that  GErmany  would  agrEE    ( J 

to  enter  into  conversations  on  the  lattEr  subject.  He      p.. 

O 
said  that  he  had  definite  information  from  PoncEt         M 

>•     that  Germany  now  desired  to  limit  the  production  of       r*p 

fighting  planes,  M 

I  ' 
He  went  on  tc  say  that  Hitler  had  been  extremely      C 

H  cordial 


/ 
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cordial    to   P^ncEt   at    thE  New  YEar's   rECEption   to    thE 


v» 


j»     diplrnatic  corps  in  BErlin.  HitlEr  had  said  that  hE 
o         would  havE  likEd  to  havE  comE  to  thE  Exposition  in 

Paris  but  that  hE  quitE  rEalizEd  that  thErE  wete  soitie 
pEoplE  in  France  who  did  not  Iove  him.  He  hopEd  that 
±0'         GErmany  might  havE  an  Exposition  somE  timE  in  thE  nEar 
futurE  at  which  hE  could  wElcomE  thE  PrEsidEnt  of 
France  as  a  visitor  in  BErlin. 

BULLITT 
EMB  SMS 


TELEGRAM  RECEIVED 

JS  This  tElEgram  must  be 

closEly  paraphrasEd  bE-       PARIS 

forE  JbE^ng  communicatEd 

to  anyonE  (D)        From   DatEd  January  12,  1938 

REc'd  8:40  p.m. 

SEftrEtary  of  StatE, 

Washington,  D.C. 

56,  January  12,  7  p.m.   (SECTION  TWO) 
PorC'Et  had  rEportEd  that  thErE  sEEmEC1  to  bE  a 
growing  dEsirE  in  GErmany  to  rEach  rEconciliation  with 
FrancE.  He,  DElbos,  could  assurE  mE  that  hE  intEndEd 
to  do  EVEry thing  that  hE  could  to  Employ  HitlEr's 
prESEnt  mood  in  ordEr  to  producE  rEconciliation  bEtwEEn 
Franc e  and  GErmany. 

DElbos  addEd  that  in  his  spEEch  hE  would,  howEVEr, 
maintain  complEtEly  thE  position  of  Francs  with  rEgard 
to  thE  LsaguE  of  Nations  and  with  rEgard  to  thE  allian- 
ces  of  Franc e.  He  said  hE  knEw  that  thE  amiablE  words 
with  rEgard  to  GErmany  which  hE  would  Employ  in  his 
spEEch  would  bE  howl  Ed  at  vigorously  by  thE  Communists 
but  that  madE  no  diffErEncE  to  him.  He  was  morE  than 
Ever  convincEd  that  thErE  was  nothing  whatsoEVEr  to 
I  \s  bE  achlcvEd  by  nEgotiating  with  Mussolini.  MorEovEr, 

hE  fElt  that  Hitlsr  who  had  a  profound  contEmpt  for 
thE  Italians  would  bE  disinclinEd  to  nEgotiatE  sErious- 
ly  with  Franc e  if  Franc e  should  bE  engagEd  in  making 
any  gEsturss  of  amity  toward  Italy.  I  askEd  DElbos 

if  hE 
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if  hE  was  still  confidEnt  that  England  would  follow 
him  in  this  policy.  He  said  that  hE  was  not.  He  had 
DEEn  surprisEd  oncE  morE  to  lEarn  that  in  spitE  of  thE 
assurancEs  that  hE  had  had  from  EdEn  England  was  still 
attEmpting  to  dickEr  with  Italy.  EdEn  was  opposEd  to 
this  policy  pErsonally  but  ChambErlain  favorEd  it 
and  ChambErlain  was  thE  boss.  I  askEd  him  if  he  had 
any  hopE  of  changing  ChambErlain' s  mind  on  this  sub- 
jEct  and  hE  said  that  hE  would  spEak  most  vigorously 
to  EdEn  in  GEnEva  on  thE  17th  and  that  hE  hopEd  EdEn 
might  bE  able  to  influEncE  Chamberlain. 

BULLITT 

SMS  NPL 


TELEGRAM  RECEIVED 


JS'This  tElEgram  must-b-E 

closEly  paraphrasEd  be-        PARIS 


forE  beiwg  comnunicatEd 


From 


tc    anyone    (D)  rrc,JIV,DatEd  January  12,    1938 

REc'd  8:35   p.m. 
SEcrEtary  of   StatE, 

Washington,  D.C. 

56,  January  12,  7  p.m.  (SECTION  THREE). 

DeIdos  went  on  to  say  that  hE  was  ccnfidEnt  that 
GErmany  had  no  intEntion  of  making  any  immEdiatE  attack 
)  on  CzEch^slovakia.  He  was,  on  the  othEr  hand,  most 

(,">    apprEhEnsivE  with  rEgard  tc  thE  positicn  of  Austria. 

He  fElt  that  Mussolini  had  washEd  his  hands  of  Austria. 
He  DEliEVEd  that  Schuschnigg  would  fight  to  thE  End 
and  EVEn  rEsofct  to  arms  to  prEVEnt  a  Nazi  putsch  but 
nEithEr  Franc e  nor  England  could  support  Austria  by 
forcE  of  arms  and  if  GErmany  should  dEcidE  to  movE 
against  Austria  thE  final  rEsult  v/ould  bE  inEvitablE. 

DElbos  addEd  that  thE  GErman  Ambassador  v/ould  call 
on  him  latEr  this  aftErnoon  and  that  hE  would  inform 
thE  GErman  Ambassador  of  his  intEntion  to  makE  thE 
spEEch  TEfErrEd  to  abovE  and  would  ExprEss  his  intEnsE 
pErsonal  dEsirE  to  work  out  a  rEConciliation  bEtwEEn 
Franc e  and  Germany. 

END  OF  MESSAGE. 

BULLITT 
EMB  SMS 
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o  )    f  t  i  y   f  t  • « r-iphr  '  U'1   In  -  l-.Hl  .". 

r   i'L    b l  1  r i y   c ■*; -unlcit Ed 

t      «.nv   nc    (D)  'til    .T'.«n-iry    T.  .    I    .' 

:>!■••  i  v :  i :    i . .  ■ . . 
SEcrct.Mry     f  St*  tt, 

\Yr.3hingt-n,   D.'". 

56,  j-nu-ir:    ir>,  7  p.:-..   (-stcrio::  cnl). 

STRICTLY   CCNFIDLMTT.'.L   HrR    TVt    SECRETAKY. 

In    tla    c    urr.L       !'      ur     ■    'vm-.-M    r    thl.i    •'f'trv.      n 

I      skcd   Dr.lb   s   vhetV.tr     r  n   t   he    i*i*.  er.dei    t-    t-,i:  e   up 

In    r.n   ".ctlvE   T'.nnEr  Hitler'  r.    l"tEst    r.t"tEntnt   with 

regard    t-"    his   dEr-lre.    f    r   pencE.    He    .*••  Id    th\t    hi    ,1M. 

He   v.- uld  uce    the    flnt     -ppcrtunity   "TfTded   hln   by    \n 

InterpEllitl'  n   in   th.E  ChinbEr     f   DEputlEs   t~    ivikE    '\ 

spEech   In   vhich  he  v." uld   rtfer    t     FitlEr's    st'ite-Mnt 

end    exprE33    the   pr' f  und  derlre      !    France   t      echicVE 

tec    ncllletl^n   with  Ocrrnny.    He   v-uld    "dd    th'  t    t:  e 

I'YEncli   G    VErmcnt   deelred    t       enter    Ir.t       lnr-edi-  t  e    e   \- 

VEr3itlrna   with  GEr*niny    f   r    thE    purp    re      f  "hurv  niz'.- 

ti   n"    -  f  vnr,    i:npr   ve^ent  eultnr'il    rElnt.i    nn,    ex- 

chen^E      f   visits   by  y  un^j   I- re'  '•':.    \nd   ;••  ung   G  Err.'.r.s , 

and    llnltati'-n      f   nr  ducti    n      1*   "lllt/r    -ilrcr-.ft.    I 

QskEd   DElb<  s    if   Ve   h':d   nny   h   pt    thit   I'Ermny  v;  uld   vrEC 

tr     entEr    lnt-    c    r.vErmti    ns      n    thE    "1-ttEr    mihlr-t.    Hi 

n-.id    th-  t   he    had   deflnitt    1r.C    rrr  ti    n    fr   n    1'    n::L< 

tret  Ccrm.iny  new  dE':irEi    t      11  -.1  t    th.E   pr   duett    n      f 

fighting   plnnEs, 

He  v.'Ent    ~n    t      sey   t  '.•  n   Ult'lLr  h-.d   bEEn    ExtrErtly 

c   rdl-il 


r-Tl.-.,    4*5C,    "LCriOf  0»!L. 

<•     I'M      !      t         I       '.-Lt       it      !  •  i.     "iv     YlMp'ri     I*«  ••  •  |>t  1     it     t         'In 

dlpl      -tin  r  rno   In  Perlln.   Hitler  hnd  sild   thot  he 
wul'1  b^ve   liked   to  hr.vc  cmc   t~    the  Lxp^sltl   n   ! n 
I'vlM.-t    1  »«*•    ••hit.    );i    r|U*ti     ptMl'1  j*.f «l    tl-il     Ll'iri    nn     r     >i 
pcple  In  France  wh^   did  n<~t   1  ve  hln«   He  hrped   Out 
Gcprvmy  *nlpht  h/ive  nn  Lxp  cltl    m   a  «ne    tint   In   tltt  iiimp 
future   *>t  *ti!eh  he   cuM  "»clc   nt    the   Prenl'lent    *f 
Frnnee  ns  s  visiter  In  Berlin, 

IWLMTT 
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P..RIA 

Dited   January   lo,    lU.'ti 
lUc'd  0:40  p.-i. 


r.Ecret  •  rv   -  f  State, 

'.    .rhlngt-n,    D.C. 

50,  J'-nuiPv  IP,  7  p. -i.   (SLC'UON  TWO) 
I''  noet  had  rep^rtLd  th«*t  thirt  seemed  t-  hi  •» 
growing  desire  In  Germany  t<"  reach  rec -nclllatl.  n  v/ith 
Franc  t.  He,  DElbcn,  could  ".aaurt  ne  that  hE  intendei 
to  do  Everything  that  hE  culd  to  Employ  Hitler's 
present  nc.rd  In  rder  t-  produce  reconciliation  QEtween 
Franc  l  -.'id  0  e  r  ";r  y  . 

DElbcos  -d  5. Eii  t! ■■•♦  1:  his  speech  hE  would,  h^wevtr, 
maintain  canpletLly  thE  p  siti  n  of  Fr°nce  with  regard 
t^  the  League  r f  Natl-ns  and  vlth  regard  to  thE  allian- 
ces - ~i'   France,  lie  3aid  he  knew  that  the  amiable  words 
vlth  regard  t"    Germany  which  he  v;cul  \    eoiol  y  In  his 
speech  v/culd  be  howled  at  vlg'  r  usly  by  thE  C~nruj.nl  st3 
but  that  made  no  difference  t'"  hln.  lTe  was  mere  thnn 
ever  convinced  that  t!  Ere  vas  n  thing  whatsoever  tc 
Ve  achiEVEd  by  dec  tiatln^  vlth  huss^llnl.  f' reaver, 
hE  felt  that  Hitler  v/h   had  i  pr'  f~und  contempt  for 
thE  Italians  v/culd  be  disinc lined  tr    negotiate  serl  us- 
ly with  FrancE  If  France  ah ■  ul-1  he  engaged  In  -v. king 
any  gestures  r.T    arltv  toward  It"ly.  I  asked  Delhf  s 

If  he 


Kr-m  Paris,  /jf&G,  SLOI'irN  T  0. 

1 .'  'l  rv  3' 111  c  nfldent  that  England  r"  ulii  f •  i  1  w 
hi"  In  *Ms  »v  licy.  He  said  that  he  was  n  t.  He  hid   \ 
hrtn  rurrrMrt'1  <ncc  mors  t  ■  learn  that  In  sr'tE  *>f  the' 
•i.Miiur'ii.i'i:!  l.lnl  hi  l-.M.l  tiM<l  ft*  "i  l  ih  ti  I  n,'  1  •  n. 1  w  i  i  -11  ll 
attEmptlnf  to  dlckEr  with  Italy.  EdEn  was  oppcsEd  to 
this  policy  pEr3^nally  but  Chnmbtrlnln  f«v>rcd  It 
and  ChambErialn  was  thE  boss.  I  askEd  him  If  hE  had 
any  hrpz   ~f  changing  Chamberlain's  mind   n  thin  sub- 
ject nnd  he  said  that  hE  v?->uld  speak  most  vigorously 
Fien  In  Geneva  cr   thE  17th  and  that  hE  hopEd  EdEn 
-«rht  bE  able  tc  Influence  Chamberlain. 

BULLITT 
s»:s  NPL 


J8  This  telegram  must  be 

oloncly  pipaphraacd  be-       tAKIS 

fore  being  oormunloatcd 

to  anyone  (D)  Dntcd  January  18,  1038 

Hto'd  U|30  p.n. 
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Secretory  of  State, 
Washington,  D.U. 

56,  January  12,  *  p.m.  (3ECTXOH  THREE). 

Dclbos  went  on  to  say  that  he  was  oonfident  that 
Ocpmony  had  rio  intention  of  making  any  immediate  attaok 
on  C a echo Slovakia*  Be  was,  on  the  other  hand*  moat 


1* 
i     apprehensive  with  regard  to  the  position  of  Austria. 


Re  felt  that  Mussolini  had  washed  his  hands  of  Austria. 


i 

t 

j.     He  believed  that  Sohusohnlgg  would  fight  to  the  end 

t 

u         and  even  resort  to  arms  to  prevent  a  Nasi  putsch  but 

/.•  .  u 

c    neither  France  nor  England  could  support  Austria  by 

cs 

fi.j       foroc  of  arms  and  if  Ocnsany  should  decide  to  move 

i. 

f.  .  .  against  Austria  the  find  result  would  be  Inevitable. 

l . 

>  •        Dclbos  added  that  the  Oemon  Ambassador  w»uld  call 

j 

>  on  him  later  this  afternoon  and  that  he  would  inform 

i<  '  ■ 

'*'■'  the  Ocm an  Ambassador  of  his  intention  to  make  the 

speech  referred  to  above  and  would  express  his  intense 
personal  desire  to  work  out  a  rcoonol nation  between 
Franoe  and  Germany • 

END  OF  MESSAGE. 

BULLITT 
EMB  SMS 
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'S^r.S=S5^_r=rr?'-' '       The  Panay  Incident.  The  Japanese  Government's  reply  to  the 
United  States  Panay  Note  was  delivered  to  the  American  Ambassador  on 
December  24.  The  Japanese  re^ly  -oointed  out  that  two  days  after  the 
incident  Jaoan  had  expressed  its  sincere  regrets  and  had  offered  in- 
demnities; that  a  complete  investigation  had  fully  established  that 
the  Panay  attach  was  "entirely  unintentional;"  that  despite  the  fact 
that  the  attach  was  "due  to  a  mistake,"  the  Japanese  Government  had 
disciplined  those  responsible,  citing  action  against  the  Commander  of 
the  naval  flying  force  at  Shanghai,  fleet  staff  members,  and  the  Com- 
mander of  the  naval  flying  squadron  directly  involved;  that  the 
Ja-oanese  Favy  had  issued  strict  orders  to  exercise  caution  during 
attacks  in  areas  where  vessels  of  third  powers  were  Dresent ,  even  to 
the  extent  of  sacrificing  strategic  advantages.  The  note  failed  to 
make  any  mention  of  army  mart icroat ion  in  the  incident. 

On  December  23,  prior  to  the  issue  of  the  above  note,  the 
Vice  Minister  of  the  Japanese  Navy,  accompanied  by  naval  and  military 
officers,  called  at  Tokyo  Embassy  of  the  United  States  for  the  purpose 
of  proving  that  the  attacks  on  American  ships  and  personnel  on  Decem- 
ber 12  were  mistakes  and  unintentional.  The  Vice  Hini3ter  stated  that 
the  army  had  participated  in  the  attacks  entirely  as  a  result  of  the 
original  mistake  by  the  navy  and,  therefore,  the  navy  accepted  all      >l 
blame  and  desired  to  make  complete  amends.  (0 

W 

In  a  note  dated  December  25,  the  United  States  Government     * 
accented  as  "responsive"  the  Japanese  note  of  December  24,  but  dis-     (0 
agreed  with  the  conclusions  reached  in  that  note  to  the  effect  that     ^ 
the  attacks  were  unintentional.  The  note  stated  that  the  United  States 
Government  accented  the  facts  and  circumstances  of  the  Panay  sinking    3* 
as  stated  in  the  finding  of  the  Naval  Court  of  Inquiry,  a  copy  of  which  * 

was  furnishec  the  Japanese  Government.  ■*" 

t 

It  is  reported  that  Tokyo  hailea  the  receipt  of  the  United  O 

States  note  of  December  25  with  unmistakable  relief  and  pleasure.  • 
Foreign  Minister  Hirq-ta  is  stated  to  have  said  in  great  joy  that  the 

note  was  the  best  Christmas  present  that  the  United  States  could  have  3l 

given  Jaoan.  *** 

TJ 

Except  for  the  adjudication  of  indemnities,  the  Panay  inci-   O 
dent  ioay  now  be  regarded  as  closed.  The  protests  of  the  United  States   33 
Government  were  confined  exclusively  to  the  attacks  of  December  12.     T"| 
It  remains  for  time  to  show  whether  the  -oolicies  of  the  Japanese  mili-   *" 
tary  forces  which  permitted  the  incident  to  arise  have  been  changed     ^ 
sufficiently  to  prevent  a  recurrence.  A  careful  study  of  the  Japanese  *J* 
warning  note  issued  at  Shanghai  on  December  9;  the  bombing,  artillery 
and  machine  gun  attacks  on  both  British  and  American  ships  at  Wuhu  and 
Nanking  and  in  between  during  December  11  and  12;  a  second  mrning 
issued  by  a  Japanese  spokesman  at  Shanghai  on  December  14;  the  atti- 
tude of  the  Ja-oanese  military  at  Shanghai,  in  persistently  refusing  *tj 
easy  access  to  foreign  owned  proper ty  in  areas  under  Japanese  control?' 
the  statement  by  a  Jaoanese  naval  officer  to  Admiral  Holt  at  Nanking  ^"   J^ 
on  December  20,  that  the  passages  through  the  Yangtze  River  barriers     t"1 
had  been  made  solely  for  Japanese  vessels;  and  the  letter  to  the  com-__l  ^ 
mander  in  chief  from  Admiral  Hasegawa,  dated  December  21,  in  which  he£S 


0) 

o 


states  that  the  Yangtze  River  is  not  open  for  tree  navigation,  all 
lead  to  the  conclusions  that  Japanese  policies  are  oriented  to  drive 
foreign  influence  out  of  the  Yangtze  Valley  and  that  the  Panay  inci- 
dent was  merely  an  extension  of  those  policies.   In  their  handling 
of  the  American  reaction  to  the  Panay  incident,  Japanese  diplomacy 
succeeded  in  forestalling  any  direct  censure  of  Japanese  army  ac- 
tions, though  it  is  quite  probable  that  the  army  is  the  moving  spirit 
in  Japanese  policies  in  China.  The  Japanese  also  successfully  sepa- 
rated American  and  British  action  on  the  attacks,  and  are  now  mailing 
further  efforts  to  widen  the  cleavage  by  hinting  of  secret  guarantees 
to  the  United  States  as  evidenced  in  an  Associated  Press  dispatch 
from  Tokyo,  dated  December  26. 

A  recent  dispatch  by  Hal let  Abend  in  the  New  York  Times 
statec  that  the  Japanese  high  command  at  Shanghai  was  powerless  to 
discipline  Colonel  Hashimoto.  Colonel  Hashimoto  was  reported  to  be 
in  command  of  the  units  at  Yfuhu  and  along  the  Yangtze  who  shelled  the 
British  gunboats  and  machine-gunned  the  Panay.   The  information  con- 
tained in  this  dispatch  was  sent  direct  by  General  Matsui  to  Abend  by 
special  plane  from  Hanking.  General  Llatsui  requested  that  the  infor- 
mation be  published  in  the  United  States  so  that  it  would  reach  Japan, 
as  no  Japanese  ^aper  would  dare  to  print  the  dispatch. 

North  China.  Small  Japanese  units  crossed  the  Yellow  River 
at  Chinghochen,  Shantung,  on  December  24  and  advanced  to  Choutsun,  on 
the  railway  40  miles  south,  where  they  were  met  by  units  of  the  Chi- 
nese 51st  Army  Corps  under  Yu  Hsueh-chung.   In  the  vicinity  of  Tsinan, 
Japanese  crossed  in  force  on  December  25. 

Tsinan  was  captured  on  December  27.  Han  Fu-chu1  s  troops 
put  up  a  perfunctory  resistance  and  retreated  south  to  the  vicinity  of 
Taian  and  to  positions  in  the  Tai  mountain  to  the  southeast.  It  is 
probable  that  they,  together  with  other  units  in  Shantung,  will  con- 
tinue to  fall  back  toward  the  Lunghai  Railway.  The  Japanese  claim 
that  they  have  two  columns  west  of  the  Tsin-Pu,  moving  south,  with  the 
object  of  skirting  the  Chinese  resistance  around  Tai  mountain  and  cut- 
ting the  railway  at  Yenchow  (Tzeyang) ,  70  miles  south  of  Tsinan.  They 
report  the  heads  of  these  columns  on  January  2  at  Pingyin,  37  miles 
northwest  of  Taian,  and  at  Feicheng,  about  19  miles  northwest  of  Taian. 
If  this  move  is  successful,  many  of  Han  Fu-chu1  s  troops  will  be  cut 
off.  Unconfirmed  reports  state  that  Taian  was  captured  and  that  Han's 
forces  were  retreating  south  along  the  Tsin-Pu  Railway. 

It  is  not  believed  that  any  sizable  body  of  Japanese  troops 
has  crossec1  the  Yellow  River  east  of  Tsinan.  YJhile  reports  state  that 
Yu  Hsueh-chung  is  entrenching  in  the  'Teihsien  area,  it  is  more  prob- 
able that  he  is  withdrawing  to  the  south  and  west.  Such  reports  of 
action  as  have  come  in  indicate  clashes  by  security  detachments  only. 
Yu*  s  forces  have  a  long  march  to  reach  the  Tsin-Pu  near  Suchow  before 
the  Japanese  force  their  way  south  from  Tsinan  and  the  west. 

Admiral  Shen  has  withdrawn  his  forces  from  Tsingtao  after 
destroying  the  main  power  plant,  submarine  cable  stations,  and  dry 
dock.  The  city  is  now  without  a  police  force.  A  group  of  foreign 
vigilantes,  consisting  mainly  of  German  residents,  has  been  organized 
to  suppress  looting.  Efforts  to  induce  local  Chinese  to  form  a 
municipal  government  have  been  unavailing  so  far.  Chinese  fear  they 
will  be  left  holding  the  sack  when  the  Japanese  finally  take  the  city. 
Foreign  residents  hope  the  Japanese  move  in  soon  to  relieve  the 
situation. 
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The  Taian — Tai  Shan  area  was  subjected  to  heavy  Japanese 
air  bombardment  during  the  last  few  days.  Over  700  bombs  were  re- 
ported to  haye  been  dropped  in  the  area.  Foorai  and  Chucheng  on 
Yu  H8ueh-chung' s  line  of  retreat  are  also  reported  to  have  been  heav- 
ily bombed.  Some  of  the  bombing  is  attributed  to  planes  from  an  air- 
craft carrier  in  the  vicinity  of  Jihchow,  southwest  of  Tsingtao. 

Reports  from  Peiping  state  that  the  "Provisional  Republic*1 
is  studying  -nians  for  talcing  over  control  of  Shantung  after  its  occu- 
pation by  the  Japanese. 

British  authorities  are  endeavoring  to  establish  a  "safety 
zone"  at  Tsingtao  when  and.  if  the  Japanese  attack  the  city. 

Japanese  headquarters  at  Taiyuan,  Shansi,  issued  an  ulti- 
matum to  Yen  Hsi-shan,  Governor  of  Shansi,  to  take  action  against 
Chinese  Central  Government  troops  and  communists  or  suffer  the  conse- 
quences. Yen  is  reported  to  be  under  surveillance  of  Central  Govern- 
ment officers. 

Major  Truman  Hartin,  S-2  of  the  15th  Infantry,  and  Captain 
Griffith,  U.S.14.C,  accompanied,  by  a  Japanese  Consul  left  Peiping  on 
December  31  for  Shouyang,  Shansi,  to  investigate  the  disappearance  of 
three  Auerican  missionaries  on  December  3. 

The  Japanese  Embassy  at  Peiping  announced  that  Chi  Tsung-Ho, 
Chairman  of  iJast  Hopei  Autonomous  Council,  haa  oaid  the  Japanese  Gov- 
ernment 400,000  yen  as  a  first  payment  of  a  1,200,000  yen  indemnity 
agreed  uoon  as  comoensation  for  the  Tungchow  massacre. 

Central  China.  Hangchow  was  captured  by  the  Japanese  Army 
on  December  24  with  little  opposition.  The  main  Chinese  defense 
forces  withdrew  the  night  of  December  23,  leaving  only  rear-guard 
contingents  who  fought  until  the  Japanese  entered  the  city.  The  Chi- 
nese report  that  they  have  destroyed  the  newly  built  railway  and  high- 
way bridge  across  the  Chientang  River  to  impede  Japanese  advance  south 
and  to  Ningoo.  It  is  reported  that  Japanese  units  were  withdrawn  from 
Hohsien  and  ifuhu  to  aid  in  the  drive  on  Hangchow.  The  city  was  not 
subjected  to  much  damage  and  all  foreigners  in  Hangchow  are  reported 
safe.  Ac.vanced  Japanese  units  are  now  reported  at  Linan  and  Tsintang, 
southwest  of  Hangchow.  There  are  no  reports  of  Japanese  crossing  the 
Chientang  Hiver  south  of  Hangchow.  A  large  Chinese  concentration  is 
reported  at  Lanchi ,  85  miles  west  of  Hangchow.  There  are  unconfirmed 
reports  of  a  Chinese  counterattack  in  the  Hangchow  area. 

North  of  the  Yangtze  the  Japanese  are  reported  to  be  meet- 
ing Chinese  resistance  near  Kaishan  on  the  Tsin-Pu  Railway,  50  miles 
north  of  Pukow,  and  near  Faoyu  on  the  Grand  Canal,  40  miles  north  of 
Chinkiang.  The  northern  Japanese  drive  does  not  appear  to  have 
gained  much  momentum  so  far.  It  probably  consists  of  detachments 
pushing  forward  to  gain  contact  with  retreating  Chinese  units. 

Bxcept  for  air  activity  there  appears  to  be  a  decided  lull 
in  Jaoanese  operations  in  Central  China  since  the  capture  of  Hangchow. 
General  liatsui  at  Shanghai  on  December  29  stated  that,  unless  the 
Chinese  Government  ceases  its  anti-Japanese  policies,  the  Japanese 
forces  may  find  it  necessary  to  advance  to  Hankow  and  even  to  Chung- 
king, and  that  the  Japanese  Government  may  repudiate  the  Chinese 
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Central  Government.  He  stated,  however,  that  there  was  no  harry. 
The  Japanese  troops  have  been  fighting  for  over  four  months  and  they 
need  a  rest. 

Japanese  report  that  their  naval  aircraft  on  December  25 
carried  out  extensive  bombing  operations  over  Fiangsu,  Chekiang, 
Hun eh,  and  Shantung  Provinces,  causing  destruction  of  Chinese  planes, 
military  concentrations,  and  railway  equipment. 

Report 8  of  Japanese  withdrawal  of  troops  and  supplies  from 
the  Shanghai  area  continue.  Over  70  transports  are  reported  off 
vTusoong  and  over  30,000  Japanese  troops  are  reported  to  have  sailed 
from  Shanghai  during  the  past  two  weeks. 

The  Japanese  military  authorities  at  Shanghai  on  December  26 
published  a  set  of  stringent  rules  and  regulations  covering  all  kinds 
of  acts  against  the  Japanese  armed  forces,  including  activities 
"designed  to  disturb  the  peace  of  the  armed  forces,"  and  persons  plan- 
ning or  abetting  the  proscribed  activities.  Penalties  for  violation 
of  these  regulations  include  capital  punishment,  and  the  regulations 
are  applicable  against  all  persons  regardless  of  nationality  or  extra- 
territoriality status.  The  Japanese  Embassy  spokesman  on  December  28 
stated  that  while  these  regulations  apply  only  in  Hongkew  and.  Yangtze- 
poo,  similar  regulations  would  be  enforced  throughout  Japanese-occupied 
territory.  So  far  the  foreign  embassies  and  consulates  have  not  been 
officially  informed  of  this  action. 

Reports  from  the  Oahu,  now  supervising  Panay  salvage  opera- 
tions in  the  Yangtze,  state  that  the  Socony  tanker  Meian  which  was 
beached  during  the  attacks  on  December  12,  was  mysteriously  set  on 
fire  on  January  2,  and  is  now  a  total  loss.  The  Oahu  is  also  carrying 
American  Consular  officers  who  are  due  to  reopen  the  American  Embassy 
at  Nanking  on  January  6.  After  a  series  of  apparently  related  terror- 
ist acts  in  Shanghai  from  December  27  to  January  1,  in  which  hand 
grenades  were  thrown  at  Japanese  soldiers  and  mills,  and  a  Chinese 
member  of  the  local  autonomous  regime  was  assassinated,  the  Shanghai 
hunicipal  Council  issued  an  emergency  proclamation.  The  proclamation 
stated  that  any  person  committing  an  offense  against  armed  forces  in 
the  Settlement  would  be  liable  to  expulsion  to  Japanese-controlled 
territory.  Municipal  police  were  also  authorized  to  conduct  searches 
in  all  public  or  private  premises  for  unauthorized  arms  a*  munitions. 
Rewards  for  the  apprehension  of  terrorists  and  for  the  seizure  of 
unauthorized  arms  were  announced.  The  Japanese  military  authorities 
have  expressed  dissatisfaction  with  the  results  of  the  Council's 
action,  but  so  far  have  taken  no  active  steps  inside  the  Settlement 
with  reference  to  the  terrorist  activities.  One  Chinese,  allegedly  a 
Japanese  spy,  was  assassinated  January  3. 

Japanese  have  requested  that  foreigners,  including  diplo- 
matic representatives,  stay  away  from  Nanking  until  after  January  5 
because  of  mopping-up  activities.  It  is  reported  that  they  haws 
20,000  Chinese  ex-soldiers  in  Nanking  still  to  be  "liquidated."  The 
American  representative  now  en  route  on  the  Oahu  will  go  to  '<Tutou 
first  and  arrive  at  Nanking  on  January  6.  British  and  German  repre- 
sentatives, first  scheduled  to  sail  on  the  Oahu,  will  travel,  on  the 
British  gunboat  Cricket  vfeich  sails  at  a  later  date. 

A  dispatch  from  Nanking  states  that  the  new  building  of  tlMl 
Soviet  Embassy  was  destroyed  by  a  agrstsrlous  fire  on  Jaanary  1. 
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Tlxe  Japanese  Consul  General  on  December  30  informed  Sir 
?rederic  haze,  the  head  of  tihe  Chinese  Customs  Service,  that  the 
Japanese  intend  to  control  Jfoe  Shanghai  customs.  Japanese  cargoes 
are  being  landed  without  duty  at  the  Yangtzepoo,  Pootung,  and  Hongkew 
docks,  while  consignments  to  other  foreigners  are  being  subjected  to 
the  usual  customs  naymente.  This  situation  will  soon  make  profitable 
business  possible  only  for  Japanese  merchants.  Payments  of  Chinese 
foreign  obligations,  secured  by  customs  revenues,  have  been  met  in 
full  so  far.  However,  the  "payment  of  the  next  installment,  due 
February  1,  is  questionable,  due  to  the  drastic  loss  in  revenue. 

A  Japanese  communique  states  that  84,000  Chinese  troops  were 
killed  ana  an  unknown  number  wounded  in  the  attacks  on  Nanking.  Japa- 
nese casualties  were  800  killed  and  4,000  wounded.  The  Jaoanese  also 
claimed  the  capture  of  considerable  military  equipment  including  108 
heavy  guns,  19  .loontain  guns»  37  A. A.  guns,  mortars,  tanks,  airplanes , 
and  large  quantities  of  ammunition. 

Another  autonomous  government  under  Japanese  aegis  was  set 
uo  at  Nanking  on  January  2.  Tao  Ilsi-shan,  president  of  the  Chinese 
Red  Swastika  Society,  a  fascist  group,  is  reported  to  be  heading  the 
new  regime.  He  is  assisted  by  Wang  Chun-shen  and  Chang  Leng-po ,  two 
heretofore  obscure  Chinese. 

South  China.  Japanese  have  intensified  their  air  attacks 
on  the  railway  in  Kwangtung  and  on  the  Canton  Area.  Twenty- two  planes 
conducted  a  mass  raid  in  the  vicinity  of  Canton  on  January  1.  Despite 
interruptions  the  railways  continue  to  function. 

A  Japanese  landing  party  seized  Wongkam  Island  south  of 
i.acao  on  December  28,  after  a  naval  bombardment.  Portugal  claims 
part  jurisdiction  over  the  island  and  no  Chinese  troops  were  stationed 
there.  The  Portuguese  Government  protested  the  seizure  on  December  31. 

Reliable  Chinese  reports  state  that  Japanese  concentration 
in  the  vicinity  of  Macao  consists  of  only  three  transports.  Naval 
vessels,  including  one  small  aircraft  carrier,  have  been  in  the  area 
for  some  time.  Chinese  forces  are  reported  to  have  repulsed  a  landing 
attempt  by  100  Japanese  sailors  at  Tongkawan,  north  of  Hacao.  The 
Canton  Government  issued  a  statement  on  January  2,  assuring  the  people 
that  no  mass  invasion  of  South  China  was  expected  at  this  time,  and  if 
one  shoulc  come  the  provincial  government  was  ready  for  it. 

During  an  air  raid  on  Canton  suburbs  on  December  30,  four 
bombs  fell  in  the  compounds  of  the  Wanei  and  Union  Girls  Schools,  two 
American  missionary  schools.  One  Chinese  was  killed  and  10.,.  injured. 
No  foreign  casualties  were  reported  anc  property  damage  was  light. 

The  United  Press  reports  three  aviation  factories  are  work- 
ing full  blast  in  the  Canton  area  ana  that  many  troops  in  training 
are  in  evidence.  The  reports  state  the  Chinese  appear  well  prepared 
to  resist  a  Japanese  invasion. 

Mail  reports  from  Yunnanfu  state  that  the  headquarters  of 
the  3urasia  Aviation  Corporation  (a  subsidiary  of  the  Lufthansa  opera- 
ting in  China)  has  been  moved  to  Yunnan  from  Sian. 

The  British  Ambassador  at  Tokyo  made  a  formal  protest  to 
Japan  on  December  23  citing  violation  of  Hongkong  territorial  waters 
by  a  Japanese  destroyer  and  landing  party  on  December  11. 
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A  Chinese  report  from  Canton  claims  that  land  batteries  sank 
a  Japanese  destroyer  during  an  attach  at  Wutang,  Fukien. 

Japanese  occupation  of  Sanchau  Islanu,  15  miles  southwest  of 
kacao ,  with  2,000  men  has  been  confirmed.  They  are  also  reported  to 
have  occupies  the  nearby  Sopao  ana  Kaulan  Isleinds. 

It  is  reported  that  about  125,000  Cantonese  troops  are 
available  to  resist  Japanese  attacks  on  Canton. 

General .  The  German  Ambassador  to  China  is  reported  to  have 
presented  Japan's  latest  terms  for  r>eace  to  Generalissimo  Chiang  Kai- 
shek  on  December  27.  While  the  terms  have  not  been  officially  pub- 
lished, dispatches  from  Moscow,  Shanghai,  and  Tokyo  indicate  that  they 
are  substantially  as  follows: 

An  economic  agreement  giving  Japan  participation  in  the 
development  of  all  China's  natural  resources,  foreign  trade, 
and  all  means  of  communication,  t)lus  increased  control  over 
the  Chinese  maritime  customs. 

Chinese  recognition  of  Hanchoukuo  and  the  new  Mongol 
Government . 

Adherence  by  China  to  the  lianchoukuo — Japan  anti- 
communism  pact  and/or  to  the  tri-party  anti-Comintern  pact. 

The  establishment  of  certain  demilitarized  zones  in 
China  (probably  ITorth  China  and  the  Yangtze  delta)  and  the 
stationing  of  permanent  Japanese  garrisons  in  certain  areas 

Acknowledgment  of  Chinese  financial  liability  for  the 
cost  of  the  war  in  the  form  of  indemnities  or  concessions. 

According  to  Shanghai  dispatches  dated  January  2,  Chiang 
Kai-shek  had  flatly  rejected  these  terms. 

Press  reports  state  that  Italy  is  annoyed  at  Germany's  inde- 
pendent mediation  efforts,  in  view  of  the  tri-party  anti-Comintern 
pact,  and  that  Italy  is  exerting  pressure  to  permit  her  participation. 
It  is  further  reported  that  Japan  has  intimated  that  although  Italy 
was  a  good  friend  in  Europe,  Japan  would  prefer  that  Germany  alone 
proceed  with  efforts  at  mediation  in  China. 

Italy  anc  Japan  signed  an  accord  at  Rome  on  December  30  for 
trade  relations,  particularly  in  Italian  East  Africa.  The  treaty  is 
to  run  for  three  years  and  recognizes  Japan' s  rights  to  special  cus- 
toms ^reference  in  Lianchoukuo 

The  Italian  Military  Attache  at  Shanghai  is  reported  to  be 
urging  the  Japanese  to  take  a  stronger  attitude  (in  defiance  of  the 
Powers)  similar  to  the  one  Italy  took  in  the  Ethiopian  campaign. 

Press  reports  from  Tokyo  dated  December  26  state  that  as  a 
result  of  important  conferences  between  the  Imperial  G.H.ty.  and  the 
cabinet,  the  Japanese  Government  has  decided  to  extend  operations  to 
the  south  regardless  of  any  international  complications  that  may  arise. 
These  conferences  had  caused  much  speculation,  and  the  announced  de- 
cision at  this  time  is  interesting.  It  is  reported  that  high  Japanese 
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circles  had  been  at  loggerheads  as  to  whether  Japan  should  pursue  a 
policy  looking  north  to  Siberia  as  the  next  objective  or  to  the  south. 
Pressure  from  Admiral  Noburaasa  Suetsugu  is  reported  to  have  influenced 
the  decision  to  swing  south.  Operations  are  expected  to  be  primarily 
naval.  There  appears  to  be  no  intention  to  blockade  Hongkong.  The 
reported  objective  is  to  stop  further  war  supplies  entering  China  and 
this  can  be  effectively  consummated  by  controlling  Canton. 

The  above  sources  also  state  that  there  is  no  immediate 
likelihood  of  a  declaration  of  war  against  China,  unless  England  and 
the  United  btates  insisted  on  definite  guarantees  against  a  recurrence 
of  the  Panay  incident  and  the  bombing  of  British  warships.   In  case 
suck  guarantees  were  demanded,  Japan  might  declare  war  to  legalize  the 
hostilities  and  as  a  warning  to  foreigners  of  the  dangers  of  being  in 
a  zone  of  military  operations. 

Press  reports  also  predict  changes  soon  in  the  set-up  of  the 
Japanese  C-overnment .  These  changes  are  probably  due  to  a  further 
shift  towaro.  the  right  along  the  road  to  totalitarian  government  under 
increasing  military  control.   It  is  rumored  that  Admiral  Suetsugu,  now 
Home  kinister,  is  to  supplant  Prince  Konoye  as  premier.  Admiral 
Suetsugu  is  extremely  nationalistic  and  outspokenly  anti-foreign.  He 
is  the  leader  of  young  navy  group  and  is  also  popular  in  army  circles. 
'.7ith  Ac  miral  Suetsugu  as  Premier  the  likelihood  of  Japan  becoming  seri- 
ously embroiled  with  other  powers  is  measurably  increased. 

The  Japanese  naval  budget  for  1938-39  submitted  to  the  Diet 
totals  677  million  yen  or  about  197  million  dollars. 

The  United  States  Naval  Attache  at  Tokyo  states  that,  on  the 
basis  of  reliable  data,  he  estimates  the  total  Japanese  budget  for 
193G  at  about  seven  billion  yen.  The  2,868  million  yen  budget  already 
announced  for  1938  does  not  include  "China  incident"  expenditures. 
Two  thousand,  five  hundred  ninety-one  million  yen  have  already  been 
appropriated  to  cover  the  expenses  of  the  China  incident  from  July  7 
to  December  31.   It  is  probable  that  additional  funds  will  have  to  be 
appropriated  to  cover  the  period  from  December  31  to  the  end  of  the 
fiscal  year  on  March  31,  1938. 

Berlin  mail  reports  state  that  German  and  Japanese  engineers 
are  constructing  a  hyrrogenation  plant  using  Krupp  machinery  at 
Fushun,  Manchuria,  to  make  fuel  oil  out  of  coal,  using  the  Bergius 
formula.   The  plant  is  expected  to  be  in  full  operation  some  time  in 
1938.   V?hile  no  plant  capacity  was  given,  the  reports  state  sufficient 
oil  will  be  produced  to  make  the  Japanese  Navy  independent  of  foreign 
sources.  A  small  plant  using  a  Japanese  process  was  erected  in  1929 
in  the  same  area. 

A  reliable  source  reports  that  since  the  signing  of  the  tri- 
oarty  anti-Comintern  pact,  an  agreement  has  been  reached  whereby  com- 
plete Italian  and  German  military  aircraft  engineering  and  design 
data,  plus  the  services  of  technical  advisers,  are  made  available  to 
Japan i  A  Shanghai  mail  report  states  that  German  experts  on  ordnance 
and  airplane  motors  are  now  in  Japan. 

The  Chinese  Government  at  Hankow  on  January  1  announced  re- 
organization in  the  Government  to  increase  the  efficiency  of  its 
" an ti -Japanese  machinery."  H.  H.  Kung,  Minister  of  Finance,  has  been 
made  President  of  the  Executive  Yuan,  relieving  Chiang  Kai-shek  as  the 
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actual  head  of  the  Government,  and  freeing  hiia  to  devote  liis  entire 
attention  to  military  affairs.  'Vang  Chung-hui ,  Minister  of  Foreign 
Affaire,  has  been  appointed  Vice-President  of  the  Executive  Yuan. 
The  Wavy  Ministry  lias  been  absorbed  into  the  Ministry  of  War  and  other 
ministries  have  been  combined  or  abolished.  These  governmental  changes 
do  not  indicate  any  important  swing  to  the  left  or  any  decided  inclu- 
sion of  -nro-communist  leaders.  Chinese  sources  report  that  the  mili- 
tary Affairs  Committee  is  due  for  reorganization  soon  and  that  the 
membership  will  be  divided  equally  between  Chiang  Kai-shek  followers, 
Kwangtung  and  Kwangsi  leaders,  and  communist  leaders. 

The  American  military  Attache  at  Hankow  Paints  a  gloomy 
Picture  of,. China's  present  military  plight.  He  states  that  Chinese 
losses  in  aircraft,  tanks,  and  artillery  have  been  most  serious.  The 
available  aircraft  ano.  artillery  are  now  but  a  fraction  of  the  require- 
ments. Losses  in  personnel  have  been  high,  but  the  reserve  in  man 
oower  is  enormous.  The  Chinese  forces  defending  Nanking  have  been 
scattered  to  Chekiang,  Southern  Anhui ,  and  north  of  the  Yangtze.  Con- 
trol by  the  high  command,  and  cooperation  between  commanders,  which 
were  never  very  good,  are  now  much  worse.  The  only  plan  at  present 
voiced  by  the  Chinese  high  command  is  further  retreat  west,  hoping  that 
Japanese  over-extension,  possible  internal  troubles  in  Japan,  possible 
Soviet  intervention,  and  the  effects  of  the  Red  guerrilla  campaign 
against  Japanese  communications,  will  ultimately  defeat  the  Japanese. 
The  attache  states  that  a  Chinese  count eroffensive  is  unthinkable,  and 
he  does  not  believe  a  force  that  can  offer  serious  resistance  can  now 
be  created. 

The  Japanese  reply  to  the  British  protests  against  the  at- 
tacks on  the  Ladybird  at  ~/uhu  on  December  12  was  handed  to  the  British 
Ambassador  at  Tokyo  on  December  38.  The  British  Government  accepted 
the  apology  on  December  '31,  but  in  its  reply  intimated  that  it  expected 
to  be  informed  of  the  actual  steps  taken  by  the  Japanese  Government  to 
prevent  a  recurrence  of  the  attacks. 

The  Japanese  are  reported  to  be  moving  80,000  fresh  troops 
from  Jaoan  via  Mukden.  A  correspondent  who  saw  the  first  of  these 
troops  arrive  at  Mukden  on  December  17  believes  them  destined  for  the 
northern  frontier.  Barracks  with  a  capacity  of  50,000  troops  are  re- 
oorted  to  have  been  erected  at  Chianmssu  and  Poli  in  northeast  Man- 
churia. Other  barracks  with  capacities  for  100,000  troops  are  re- 
ported, to  be  located  between  railroads  which  are  rapidly  being  pushed 
,to  the  mongolian  and  nortxieastern  frontiers. 

Japanese  agents  are  reported  to  be  fomenting  action  by 
Mohammedans  in  Fansu,  Ninghsia,  and  Chenghai  (western  provinces  in 
China)  to  harass  traffic  on  the  Urumchi — Lanchow  road.  This  is  the 
route  used  for  shipment  of  Russian  supplies  via  Chinese  Turkestan. 

Press  reports  state  that  the  Japanese  now  hold  2,750  miles 
of  Chinese  railways.  The  Lunghai  and  the  Canton — Hankow  are  the  only 
major  railway  lines  wholly  in  Chinese  hands. 

A  Japanese  Army  spokesman  at  Peiping  stated  that  the  "Pro- 
visional Chinese  Republic"  would  not  repudiate  foreign  loans  and  would 
continue  to  recognize  the  extraterritoriality  status  of  foreigners. 
He  stated  that  Japan  would  recognize  the  new  regime  as  soon  as  a  formal 
government  was  established.  Press  reports  from  Peiping  state  that  a 
"Federal  Reserve  Bank  of  China"  has  been  founded  by  Chinese  and  Japanese 
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interests.  The  bank  will  nave  a  capital  of  50  million  Hex.  dollars. 

Dr.  Ting  Pu-hsiang,  Chinese  Ambassador  to  Russia,  left 
Hoscow  on  December  23,  and  does  not  exnect  to  return.  Dr.  Ting  had 
maintained  that  Russia  would  t>rovide  only  moral  support  to  China  in 
the  present  war.  His  replacement  is  expectec  to  be  more  optimistic. 

Sun  Po ,  President  of  the  Legislative  Yuan,  flew  to  Moscow  on 
December  15  on  an  undisclosed  mission.  It  is  rumored  that  either  Sun 
Po  or  Madame  Sun  Yat-sen  v/ill  be  appointed  new  Chinese  Ambassador  to 
hoscow.  The  Soviet  Union's  new  Ambassador  to  China,  I.  Lugawets- 
Orelsky  arrived  at  Hankow  after  a  slow  overland  journey  from  Moscow. 

Press  reports  from  Rome  state  that  an  Italian  mission  inclu- 
ding members  of  army,  navy,  anc  other  Government  branches  will  be  sent 
to  Japan  at  an  early  date.  VJLile  the  nature  of  the  mission  was  not 
disclosed,  informed  sources  believe  the  objectives  would  be  to  study 
the  situation  to  see  what  practical  benefits  both  Italy  and  Japan 
could  get  from  their  friendship. 

The  completion  of  the  new  Baikal — Amur — Magister  (B.A.M.) 
railway  was  announced  at  Moscow  on  December  19.  This  railway  leaves 
the  Trans-Siberian  at  Taisbet,  "Dasses  to  the  north  through  important 
mineral  regions,  and  runs  to  Komsomols!:.  There  it  divides  into  three 
branches,  one  to  the  north  to  Hikolaievsk,  one  to  the  east  to  Soviet 
iiarbor  op-oosite  Sakhalin,  and  one  to  the  south  to  Khabarovsk  and  on  to 
Vladivostok.  The  B.A.M.  railway  is  an  important  military  and  economic 
asset  to  Siberia.  Its  reported  completion  at  this  early  date  is  be- 
lieved an  optimistic  exaggeration  in  many  quarters. 

The  Soviet  Government  Las  demanded  the  release  of  a  Soviet 
mail  plane,  lost  anc  forced  down  in  Manchouiruo  on  December  19. 

Russo — Japanese  fishing  agreements  which  were  due  to  expire 
on  December  31,  were  extended  for  one  year  on  December  22.  The  hold- 
ing up  of  these  agreements  had  been  a  source  of  irritation  to  the 
Japanese  for  some  time. 

Sir  Archibald  John  Clark  Kerr  was  appointed  British  Ambas- 
sador to  China. 

oOo 
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GO 

OnE.   According  to  an  AmErican  mEmbEr  of  thE  CommittEf    0) 

for  thE  PrESErvation  of  thE  Grounds  and  PropErty  of  thE 
National  Tsinghua  UnivErsity,  a  JapanESE  officEr  and 
several  local  ChinESE  Educational  officials  visitEd  that;-, 
university  January  25  and  statEd  that  thE  sciEncE,      ***   p 
©hemistry  and  biology  buildings  would  bE  nEEdEd  for  thE  |*  O 
housing  of  a  part  of  the  20,000  JapanESE  troops  which 
would  arrive  in  Peiping  shortly  and  that  all  equipment 
in  the  three  buildings  must  be  removed  by  January  97, 
According  to  the  Embassy's  informant  the  Japanese  and 
Ms  associates  were  informed  that  the  student's  dormitory 
wMeh  was  empty  would  be  more  suitable  for  their  purposes 
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three  or  four  months •   (Sobie  buildings  at  Tsinghua  have 
already  bEen  occupiEd  by  JapanssE  troops  for  somE  time) • 
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/  RLC»d  8:25  ■  .n. 

/ 

/     SscrEtary  of  StatE, 

n> 

j       Washington, 

63,  January  27,  3  p.m. 

Embasgy's  despntch  1471,  \TovEmber  30  and  Dep-  rtmer.t '  v 

January  14,  G  n<T.4 

One.   According  to  an  American  member  of  the  Committrt 

\  *       Jlot   thE  PrESErvatior.  of  thE  0rjund3  Cind  Property  of  the 

National  T"inghua  UnivErsity,  a  JapanESE  officer  and 

several  local  ChinE3E  Educational  officials  visitEd  that 
<  .: 
i.j   university  January  25  and  stated  that  thE  science, 

Chemistry  and  biology  buildings  would  bE  nEEdEd  for  thE 

housing  of  a  part  of  the  20,000  Japanese  troops  vhich 

»"■»   would  arrive  in  Pciping  shortly  and  that  all  Equipment 

J       in  the  three  buildings  must  be  removed  by  January  27, 

According  to  the  Embassy's  informant  the  Japanese  and 

his  associates  wete  informEd  th°t  thE  studEnt's  dormitory 

which  was  empty  would  be  more  suitable  for  thEir  purpose r» 

but  they  stated  that  it  was  unsuitable,  that  if  the 

equipment  vere  not  removed  the/  would  remove  it  and  that 

the  buildings  were  only  being  borrowed  m  barracks  for 

thrEr 


-2-  #63,  January  27,  3  p.m.,  from  Ftlplng  via  N.  R. 

three  or  four  months*   (SomE  buildings  at  Tsinghua  have 
already  been  occupied  by  Japanese  troops  for  some  time). 

Two*   It  Is  suggested  that  Dr.  Paul  MonroE  would  be 
Interested  In  receiving  the  foregoing  information. 

Repeated  to  Hankow. 

LOCKHART 
KLPtJLS 


/  nr\ 


»x 


TELEGRAM  RECEIVED 


A 


K.       / 


JR 

This  tel-egram  must  bE 
closEly  paraphrasEd  bE- 
forE  bEing  communlcatEd 
to  anyonE,   (B) 


iccrEtary  of  StatE, 
Washington. 


FRO,BErn 

DatEd  January  28,  1938 
REc'd  11:09  a.m. 


Division 


*''^/^Jl»l•";•:1•)ef', 


7,  January  28,  3  p«m. 

LsarnEd  this  morning  in  strict  confidEncE  from  VicT 
fresidEnt  of  Board  of  ManagErs  of  Swiss  National  Bank  that 
J&pan  has  bEEn  putting  out  fEElErs  rEgarding  possibility 
<§>£   obtaining  a  largE  loan  in  SwitzErland,   He  gave  mE  to 
WSd&rstand  that  thE  Swiss  National  Bank  is  dEfinitEly 
mfsvorablE. 

He  also  told  me  that  thE  Swiss  FEdEral  Council  has 
Q$mt   decided  to  call  for  rEdEmption  1911  and  1920  three 
-W4  ©At  half  per  cent  Federal  Railways  Loans  totalling  four 
feSfl4P£d  million  francs  and  offer  for  public  subscription 
£  fctefee  per  cent  loan  In  the  same  amount. 


0 
0 


HARRISON 


®m 


CO 


3  W 


egram  must  be  Bern 

paraphrased  be- 
l^gffy being  oommunicated  Dated  January  28#  1938 

A-I^'anyone*     (B) 
BA^ \*s  Rec'd  11:09  a. a* 


FA/H^ 

pAjfc*retary  of  State, 

CA      ^ 

reiS^  Washington. 

HAJ'S'  7,    January  28,    3   p.m. 

K  Learned  this  morninp:  In  strict  confidence  from  Vice 

TA 

CI  President  of  3o~rd  of  Managers  of  Srlss  Natiom.l  Bank  that 

PA 

*V Japan  has  been  putting  out  feelers  regarding  possibility 

14 

CC  of  obtaining   a  1-rge   loan   In  Switzerland,      He   gave  me   to 

CA  understand  th^t   the  "    1.3S  National   Bank  Is  definitely 
Cft 

rB°unf avorabl e • 
HA 

SAVAflt       jie    nin0   tol«1  me    that   the  Swiss   Federal   Council   has 

10 

MA 

-p  about  decided  to  call  for  redemption  1911  and  1920  three 

mm 

HP   and  one  half  per  cent  Federal  Railways  Loans  totalling  four 

TO 

•  3  hundred  million  francs  and  offer  for  public  subscription 

j»wLL 

a   three   per  cent   loan   in  the    same   amovnt. 


HARRISON 
V/WC 


MBo 


TELEGRAM  RECEI^p 

Pel ping  via  N.R. 


From 


SEcrEtary 

Washington, 


/COPIES  SENT -i 
of  pUMJ.  AND  /V3 1  r 


Day  Ed  January  %&,  1938 

rd  9:03   a.m. 

• ,  ,  ■ .  ,1     x 

/If  IHVla-k'-'' 


7 


S 


68,    January  28,   3   p.m. 

AdvisEd  AmErican  military  observers  at  TiEntsin 
Estimate  that  60  trucks  and  18  narrow-gtrogE  locomotivEs 
arrivEd  in  North  China  bEtwEEn  January  19  and  25,  that, 
according  to  PrEnch  military  obsErvErs  at  TiEntsin,  10, 
000  EffEctivEs  arrivEd  in  North  China  and  3000  dEpartEd 
during  first  two  wEEks  in  January,  and  that  an  undEtEr-» 
minEd  numbEr  of  JapanESE  troops  passed  through  Tientsin 
during  recent  wEEk  by  rail  from  the  direction  of  PEiping 
toward  Shantung f  f_ 

Two.     ThE  trucks  and  locomotivEs  may  be  intendedco 

*--       fir) 

for  use  on  thE  Shihkiachuan  and  Taiyuan  narrow-gouge  -*  o 
railway  in  preparation  for  furthEr  military  advance  in 
Shantung*  This  equipment  may  poaaibly  be  in  every  piartio- 
ular  intended  for  use  in  railway  construction.  Some  looil 
observErs  arE  of  the  opinion  that  the  allegedly  imminent 
arrival  at  Peiping  of  20#000  Japanese  troops ,  reported  in 
the  Embassy's  63,  January  27,  "3  p«m«.  Is  also  a  pre para* 
tory  step  for  a  drive  in  Shantung* 

Repeated  to  the  Ambassador,  by  mail  to  Tokyo, 

KLPtWflB  LOCKHART 


01 
<0 


ro 
to 

OJ 
<0 


s 


■Bo  QRAY 

Pel ping  vln  »»R. 

flKimuflttiu.  Dated  January  28.   1938 

If —  Reo»d  9i03   n#m. 

a-h-"    Seoretcry  of  State # 
A-w  Washington* 

h/^  68,  January  88,  8  p*m. 

r    u  — 

t  Advised  American  military  observers  at  Tientsin 

estimate   &?K  60  trucks  and  18  narrow^gaagc  locomotives 


w 


■ 


^A  (  arrived  in  florin  CW nt  between  January  19  and  25,  that, 
}:  \  according  to  freae&  military  observers  at  Tientsin,  10, 
ci^     000  tffeotiver  arrive*  in  North  China  and  3000  departed 


during  first  two  weeks  in  January,  and  that  an  undeter- 
cc^  minccl  number  of  Japanese  troops  passed  through  Tientsin 
CA^     during  reoent  wejfe  "by  rail  from  the  direction  of  Peipinrj 


FBO 

HA 

SAVAGE 

IC 

MA 

n  for  use  on  the  Shihklaotman  and  Taiyuan  narrtrw-gnsge 

PR 
RP 
TD 

vd  Shantssas*     This  equipment  may  t>ossibly  be  in  every  partit~ 


toward  Shantung, 

Two,     The  tracts  antf  locomotives  may  be  intended 


railway  in  preparation  for  further  military  advance  in 


full 


ular  intended  for  use  in  railway  construction*     Some  local 
observers  arc  of  the  opinion  that  the  allegedly  imminent 
arrival  at  Peiping  of  20,000  Japanese  troops,  reported  in 
the  Embcsryte  63,  January  27,  3  p*m*#  is  alto  a  prepara*» 
tory  step  for  a  drive  in  Shantung* 

Repeated  to  the  Ambassador,   by  mail  to  Toky®* 

tuisno  iAcrauff 


--  y 


TELEGRAM  RECEIVED 

#-• 

N  (3  GRAY 

From  (Milan) 

Chiasso 

Undat  Ed 


\j 


{ 

~\~j\  RcoAd  4:19   a. 


January  29,    1938 


SEcrEtary   of   StatE 
Washington 

Eighty   Italian   aircraft    and  fifty  It'al^an   airmEn, 
soitie    rECEntly  rEturnEd   from  Spanish   front,    it   would 

appEar,    havE    bEEn  ordErEd  to   Japan.      Embassy   was    inform-  \Q 

(A 

Ed  aircraft  shipmEnts  January  25  last.   My  British  • 

(0 

collEaguE  callEd  upon  mE  today.   His  figurEs  placE  air-       ^ 

V» 
craft  sEnt  at  50.  This  tElEgram  from  Swiss  boundary.         «■ 

to 

SHOLES  |0 

KLP  0) 

HPD  S   _ 

**   R 

so  D 


0 


Mttunin 

B^        K«  GRAY 

V^  (ifiilan) 

C —  Chiaaso 

a-*<; 

A-S-^  Undated 

A-W 

SA'O  Hec»d  4:19  a.m. 


fA/H*/  January  29,    1938 

PA/D^ 

EA   ^Secretary  of  State 

EU*V     Washington 

RAi 

ncJ^     Eighty  Italian  aircraft  and  fifty  Italian  airmen, 

PI       S 

TA x    some   recently  returned  from  Sluanish   front,    it  would 

F*         appear,   have    jcen  ordered  to  Japan.     Embassy  was    Infora- 

*A     .•'ed  airoraft   shipments   January  26   last.     My   British 

t~^G    colleague   called  upon  mc   today.     His    figures   piece   air- 


craft  sent    at   50.     This   telegram  fro*  Swiss   boundary. 


CR 

HA 


MA  *& 

!  '  HPD 


3551 


GOVERNMENT'S  STATE  EXHIBITS  11   (GROUP  II) 
AND  11-A  (GROUP  II) 


Reproduced  on  following  pages. 


Department  of  State 


Division  of  Far  Eastern  Affairs 
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TELEGRAM  REVIVED 


PEIPING  Via   N.R. 
rnpij   ^  r.  ■ .  '7~7~  ^r&p&k t  Ed   January  29,    1938 
I  '•    '..NO  1V1.I.D.      REc'd  7:55   p.mi 


X     Division  of    \ 
?ftji  FAS*  5"  PS  ?«"**rp<?    I 


m 

CD 


(0 
04 


SEcrEtary  of  StatE,    -O  J 

f 
Washington,  D.C.  L^r,  ,  ,  ,93p  V^, 

73,  January  29,  3  p.m.  '   fttfft*-  ■•-"'" 

I  call  Ed  this  morning  on  Mr.  Akiyama,  in  thE  absEncc     mm 

Mr,  Morishima,  V» 

of  thE  CounsElor,/in  TiEntsin,  and  brought  informally         |\) 

o 

to  his  attEntion  all  of  thE  considErations  sEt  forth  in       Q 
u  Q  3 ,  ?  • .  p  c  f  (?  **\ 

your  28,  January  27,  7  p.m.   Akiyama  statEd  that  thE 

Embassy  on  its  own  initiativE,  had  alrEady  approach-Ed 
thE  JapanESE  military  authoritiES  on  two  occasions  to  try 
to  pErsuadE  thEm  not  (rEpEat  not)  to  occupy  Tsinghua  and 
that  hE  would,  on  thE  strEngth  of  our  convErsation,  again 
takE  thE  mattEr  up  and  Explain  thE  quEstion  morE  in  dEtail. 
He  statEd,  howEVEr,  that  thE  military  would  probably  con- 
tinuE  to  occupy  somE  of  thE  buildings  of  Tsinghua  but  that 
it  wa3  not  CErtaln  that  thE  sciEncE,  chEmistry,  and  biology 
buildings  will  bE  among  thosE  occupiEd.  I  will  makE  a 
furthEr  rEport  on  thE  matter  in  a  fEw  days.    -/ 

Your  tElEgram  No.  28,  January  27,  7  p. ml,  and  this 
tElEgram  havE  toEEn  repeated  to  thE  Ambassador. 


LOCKHART 


JLS  ST.!S  «   t> 


EfHUBUTIOa 


PEiriNO  Via  N.R. 
Dated  January  2?,    19.38 


73,   January  29,   3  p.m. 


j|^  Rec'd  7:55  p.m. 

*~**^-      SEcrEtar-'  ox    State, 
J~s  Washington,   D.C. 

PA/H-"- 

PA/D 

EA 

FEIS^-*      I  Called  this  morning  on  !'r.  Aklyama,  in  thE  abssnee 

ctj  Mr.  Morishlna, 

re„^   of  the  Counselor ,/ln  Tlsntsin,  and  brought  infer  ally 

RA 

jig     to  his  attention  all  of  thE  consldErations  sEt  forth  In 

\PI 

f4     TOUP  ?8,  January  27,  7  p.m.  Akiyama  st^.tEd  that  the 

PA.x*'   Embassy  on  Its  own  Initiative,  bed  already  apprcachEd 

FP 

jg^     the  Japanese  military  authorities  on  two  occasions  to  try 

A-H/C   t°  persuade  them  not  (repeat  not)  to  occupy  T3inghua  and 

CA 

CR      that  he  would,  on  the  strength  or   our  conversation,  again 

PBO 

Ha      take  the  matter  up  and  explain  the  question  mere  In  detail. 

SAVAGE         '\ 

IC  Fc  stated,  however,   that  the  military  would  probably  con- 

fttt 

IB     tlnuc  to  occupy  some  of  the  buildings  of  Tsinghua  but  that 

PR 

HP      It  was  not  certain  that  the  sclEnce,  chemistry,  arid  biology 

TO 

VD      buildings  will  be  among  those  occuDled.  I  will  make  a 

FULL 

further  report  on  the  matter  In  a  few  days. 

Your  telegram  No.  28,  January  27,  7  p.m.,  and  this 

telegram  have  been  repeated  to  the  Ambassador. 

LGCKHART 

JLS  S"S 


M^ 


TELEGRAM  RECEIVED 


EG 


FROM 


|  COPIES  SENT  TO 
I  O  N.l.  AND  M.I.D. 

SEorEtary  of  StatE, 
Washington . 


GRAY 

PEiping 

DatEd  January  29,    1938 


CD 
04 


REc'd  li25  "p-?a.,  ^Uu-a^ug/ 
,»  *  /  P  /if"'     ^ 

jfas*   A. a^  -    ~ 

*f    Division  of  ^N 
PAR  EASTERN  AFFAIRS    \k 


iffi*0^ 


Of  7 


■AN  3 


vUapartrnQ» 


74,  January  29,  7  p.m. 

My  73,  January  29,  3  p.m./ 2 

Akiyama  oallEd  to  see  hie  latE  this  aftErnoon  and  said 
that  thE  military  authoritiEs  havE  dscidEd  not  (rEpEat  not) 
to  quartEr  any  troops  in  thE  chEmistry,  sciEncE  or  biology 
buildings  or  in  thE  dormitory  and  that  thEy  would  do  thEir 
utmost  to  find  accomodations  outsidE  thE  grounds  for  nEW 
contingents  as  weII  a3  thosE  now  in  thE  grounds  but  hE 
did  not  (rEpEat  not)  think  thE  grounds  could  for  thE 
prESEnt  bE  liEpt  EntirEly  frEE  of  soldi Er3.  Akiyama 
asked  us  informally  lEt  him  know  if  any  of  thE  four 
buildings  abovE  should  latEr  bE  found  to  bE  occupiEd  by 
soldi Ers. 

REpEatEd  to  Ambassador, 


LOCKHART 


VAVCsIGLP 


b 


a 


p 


© 


EO  GRAY 

warnammtm 

S-^  Pel  ping 

C  ^  Dated  January  29,    1938 

A-*"" 

A-8  ^  Rec'd  1:25  p.m. 

A-I 

sa^     Secretary  of  State, 

pa/h-^  TCashingtceu 

PA/D 

rexs^  74,  January  29,  7  p.m. 

P*-^  My  73,  January  29,  3  p.m. 

**  Alriyona  called  to  see  me  late  this  afternoon  and  said 

*A^    tfcat  tiie  military  authorities  have  decided  not   (repeat  not) 

PA^     t£  quarter  any  troops  in  the  chemistry,   science  or  biology 

**         tatlXdin£3  or  in  the  dondtcry  and  that  they  would  do  their 

*T*S°    utmost  to  find  accomodations   outside  the  grounds  for  new 
CA 

J*         eottfcingento  as  veil  as  those  now  in  the  grounds  but  he 
SAVAGS  d*^  not  (^sp*0-*  a0*)  think  the  grounds  could  for  the 
m         present  be  !:ept  entirely  free  of  soldiers*     Akiyama 

PO 

m         asked  us  informally  let  him  know  if  any  of  the  four 

RP  | 

TO        buildlnsa  above  should  later  be  found  to  be  occupied  byj 

VD 

fuu.     soldiers • 

Repeated  to  Ambassador. 

LOCKHART 
wWCrKLP 


TELEGRAM  RECEIVED 

JR 

This    tElEgram  must  b-E Tokyo 

cIoseIv  paraphrasEd  bE- 

fore   bEing  corranunicat Ed  DatEd  January   30,    1938 

to    an^onE.       (B)  FROM 


REc'd  9:^j5   a.m.,    31st. 

tE,J    f  ■      -   -r-nl        K  $t 

A  *xl/  pivtsion  orly 

j  Washington.  j  jM mB%nwAf$®  1(1 

61,    January  30,    6   p.m. 

ThE   following   is    thE    substancE   of  'V'TTfE^rirncium  <s| 

(0 

prESEntEd  to  mE  by  thE  Military  AttachE.  (>J 

• 
OnE.   An  unusually  largE  numbEr  of  JapanEsE  trooos      {Q 

has  bEEn  assanblEd  in  Formosa,  onE  EstimatE  from  Warner 


impossiblE  to  dEtErminE  its  strEngth,  composition  or 

location. 

Two.   UowEVEr,  thE  prESEncE  on  thE  Island  of  Formosa 

of  anything  bEyond  thE  normal  garrison  which  is  usually 

not  grEatEr  than  tEn  thousand  mEn  is  significant  at  this 

m 
timE.   Formosa  is  obviously  in  no  dangEr  of  attack  by  {£hE 

ChinESE  and  it  is  an  ExcEllEnt  jumping  off  position  or  n 

basE  for  any  JapanESE  opEration  dirEctEd  at  such  points«L]as 

Foochow,  Amoy  or  Canton. 

ThrEE.   ThE  fact  of  thE  prESEncE  of  an  unusual  numbEr 

of  troops  indicates  that  thE  idEa  of  opErations  against 

Foochow,  Amoy  or  Canton  v/as  in  JapanESE  minds  at  thE  timE 

of  thE  assEmbly  of  this  force.   At  prESEnt,  opErations  may 

be 


at   Taihoku  running  as   high  as   100,000.      GrEat    sEcrEcy  is  |\J 

10 

bEing  maintainEd  rEgarding  this  forcE  and  it  has  bEEn       01 


(0 


-2-  #61,  January  30,  6  p.m.,  from  Tokyo. 

de  being  dElayEd  whilE  prEparations  arE  undEr  way  or  de- 
causE  thE  JapanESE  do  not  fEEl  that  thE  suppliEs  EntEring 
China  at  thosE  placEs  arE  sufficiEnt  to  warrant  Embarking 
on  such  an  opEration  or  finally  that  thEy  do  not  carE  to 
run  thE  risk  of  incurring  any  furthEr  intErnational  com- 
plications at  thE  momEnt. 

Four.   Such  an  opEration  is  thoroughly  in  accord  with 
what  is  known  as  thE  "coastal  policy"  which  has  thE  support 
of  considErablE  army  opinion.   This  policy  as  its  name  im« 
pliEs  advocatEs  thE  holding  of  key  points  along  thE  coast 
as  a  mEans  of  EXErting  prESsurE  against  China  as  comparEd 
to  any  othEr  policy  based  upon  furthEr  excursions  inland* 

GREW 
WWC:KLP 


Uys        This  telegram  must  be        Tokyo 

q^        closely  paraphrased  be- 

A-4f  W  to?z   br.lng  communicatEd      DatEd  January  30,  1938 

A_<5  *f  to  anyonE.      (B) 

.  jj  REc'd  9tl5   a.m.,    31st. 

SA  ** 

L£  •*"     Secretary  of  State, 

PA/H  *S 

PA/T  "^  Washington. 

FE'l  i»  "^ 
EU  1 

rr  •" 

p*  7    presented  to  me  by  thE  Military  Attache. 

m*^  One.  An  unusually  largE  number  of  Japanese  troops 

Fa 

my  has  been  assembled  in  Formosa,  onE  estimate  from  Warner 


IC 


61 ,  January  30,  6  p.m. 

The  following  is  the  substance  of  a  memorandum 


at  Taihoku  running  as  M^h  as  100,000.   Great  secrecy  Is 


gAt^'  being  maintained  regarding  this  force  and  it  has  been 

CR  " 

pte  Impossible  to  determine  its  strength,  composition  or 

a*VAQi  looation* 


Two.   however,  the  presence  on  the  Island  of  Formosa 
of  anything  beyond  the  normal  garrison  which  is  usually 
not  greater  than  ten  thousand  men  is  significant  at  this 
time*  Formosa  is  obviously  in  no  danger  of  attack  by  the 
Chinese  and  it  is  an  exocllent  jumping  off  position  or 
bate  for  any  Japanese  operation  directed  at  such  points  as 
Poochow,  Amoy  or  Canton* 

Three*  The  fact  of  the  presence  of  an  unusual  number 
of  troops  indicates  that  the  idea  of  operations  against 
Poochow,  Amoy  or  Canton  was  in  Japanese  minris  at  the  time 
of  the  assembly  of  thi§  force*  At  present,  operations  may 

hi 


«•£•  #61#  January  30,  6  p.m.,  from  Tokyo* 

be  being  delayed  while  preparations  arc  under  way  or  bc*» 
cause  the  Japanese  do  not  feel  that  the  supplies  entering 
China  at  those  plaocs  arc  sufficient  to  warrant  embarking 
on  suoh  an  operation  or  finally  that  they  do  not  care  to 
run  the  riak  of  inourrlng  any  further  international  com- 
plications at  the  moment. 

Four.  Suoh  an  operation  is  thoroughly  in  accord  with 
ti&tat  Is  known  as  the  "coastal  policy"  which  has  the  support 
0f  considerable  army  opinion.  Thla  policy  as  its  name  Im- 
plies advocates  the  holding  of  key  points  along  the  coast 
*i  a  scans  of  exerting  pressure  against  China  as  compared 
to  any  other  policy  based  upon  further  excursions  inland. 

ORE* 

wotnr 


/ 


TELEGRAM  RECEIVED 


JR     Jc v t i  VS  SENT  TO  |fro*? econd  brioade  us^c, 
O.N.I.  AND  M.I.D.   I  January  31,    1938 

Rec'd  7:30  a.m. 


SBNTTOJi 
NOMJ.D. 

i  — himiii m   ■  ygl 


ACTION:   CINCAF  (FLAG  &  ADMN) 
OPNAV 

INFO:   AMCON  SHANGHAI 
COMSUBRON  FIVE 
COMDESRON  FIVE 
COMYANGPAT 
COr,rSOPAT 
AMAMBASSADOR  CHINA 
USS  MARBLEHEAD 
ALUSNA  PEIPING 


Division  of 
AR  EASTERN  fUf& 

N3lfe8 


Oepirtmenlol 


otsjjj/^ 


8631.   Reliably  report  Ed  Japanese  drive  southward  on 
Tsinning  Kinsiang  motor  road  halt  Ed  by  ChinESE  unit 
attacking  from  westward.   Activity  of  rEinforcEd  ChinESE 
units  left  bank  YangtzE  vicinity  V/uhu  has  forced  Japan ese 
EvacuatE  several  villages.   Japanese  reported  reinforcing 
that  region  with  5000  troops  which  left  Tientsin  29 
January.   1823. 
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JR  SECOND    "jRIQADE   USMC 

§**£  January   M#    lO^fl 

q*S*  Rec*d  7:30  a.m. 

A-^/^  ACTION!   CI  NO  AT  (PLAO  *  AW  IN) 
4.f  OPNAV 

XMPOt  AMCOK  SMANOKAX 
COMSUBRON  PIVE 
COMDESRON  PIVE 
COMYANOPAT 
CO»'SOPAT 
AMAMBASSADOR  CHINA 
U83  HAHBLEHEAD 
ALUSNA  PEIPINO 
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8631*   RtJlalOy  rc:>oi*t  t«1  Jajttninr  <lrlvt  nou  t.hw  nr<l  r»n 
Ti inning  Klntlang  motor  road  halted  by  Chinese  unit 
Attacking  from  westward.  Activity  of  reinforced  Chinese 
units  left  bank  Yangtic  vlolnlty  Wuhu  has  forcid  Jnpnnrst 
evacuate  several  villages.   Japanese  reported  reinforcing 

t  region  with  8000  troops  which  left  Tientsin  29 
January*   1823 • 
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Washington, 


January   31,    192& 


1ct?'<i4(ixx<jf 


AMEMBASSY  \J 

ROME    (ITALY) 

'      Consul  General   Sholes   In  an  undated  telegram  sent 
from^Chiasso'^and  received  here  January  29  reports   that' 
eighty  Italian  aircraft  and   fifty   Italian  airmen  have 


/ 


'K 


X 


been  ordered  to  Japan,  'xou  are  requestedT'discreetly  to 
investigate  the  accuracy  of  this  report. and  to  ceble 
the  Department;  the  results  or  your  investigation  as 
promptly  as  possible.   The  President  is  greatly  disturbed 
by  the  possibility  that  a  large  number  of  Italian  air- 
craft and  especially  Italian  aviators  belonging  either 
to  the  regular  or  reserve  forces,  have  been  ordered  to 

Japan  and  if  you  find  that  there  is  even  a  slight  basis f 

y    y  /   s  /  -**      s  ^ 

in  fact  for  Sholes' s  reoort  we  shall  probably  wish  to 

instruct  you  to  make  aiT  inquiry  of  the  Italian  Government 
regarding  this  matter. 
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rd  by  operator 
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1 1*8S  D.  (.  «OVEBM«ENT  PRINTIK8  OFFICE 


CA  TELEORAP   3€!rT 

This  telegram  must  be  JAN.   31,   193( 

closely  paraphrased  be* 

fore  being  eomunlofttd  7  p9nu 

to  anyone  (o-l) 

C 

if  AHEKBAS3Y 

ROVE   (ITALY) 


A-3^ 

At 

-**^  7#Consul  Ocncrol  Sholes  la  an  undated  telegram  sent 

n/HS"  ffoa  Ohlaaeo  and  received  here  January  29  rcporta  that 

ka    y  eighty  Italian  airoraft  and  fifty  Italian  airmen  bare 

™/  bec.i  ordered  to  Japan*  You  are  requested  discreetly  to 

**}  investigate  the  accuracy  of  this  report  and  to  cable 

P1  the  Department  the  results  of  ycur  investigation  as 
TA 


ff\  9***P*l7  **  possiblcc  The  President  is  greatly  disturbed 

by  the  possibility  that  a  large  number  of  Italian  air- 
oraft and  especially  Italian  aviators  belonging  cither 
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J     Japan  and  if  you  find  that  there  is  even  a  slight  basis 
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in  fast  for  Sholca*  report  we  shall  probably  wish  to 
instruot  you  to  make  a  direst  inquiry  of  the  Italian 
Oovernment  regarding  this  matter* 
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JR  GRAY  AND  SPECIAL  GRAY 

FROMPEiping  via  N.  R.    ^  ^  5^a^ 
Dated  FEbruary  2,  1938 


REc'd  12:54  p.m. 
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SEcrEtary  of   StatE,  $-~~ \ 

/     -  j on  ;  i 
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Washington.  J  \ 


t         •  m  -      ' 
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80,  FEbruary  2,  6  p.m.  X1'        "' /  Q 


My  73,  January  29,  3  p.m.;  and  74,  January  29,  7  p.m. 

Akiyama  call  Ed  to  see  mE  yEstErday  aftErnoon  and 
said  that,  contrary  to  thE  information  givEn  to  mE  latE 
Saturday  aftErnoon,  hE  must  rEgrEtfully  inform  mE  that 
thE  regimEntal  commandEr  at  Tsinghua  had  now  dEcidEd 
to  occupy  thE  sciEncE,  chEmistry  and  biology  buildings 
at  Tsinghua  but  would  not  occupy  thE  dormitory.   He  wEnt 
into  considErablE  dEtail  showing  why  thE  military      TO 
would  now  occupy  thE  thrEE  buildings  namEd,  and  among   ^ 

CO 
CO 

thE  reasons  statEd  was  that  studEnts  of  thE  univErsity  oo 
had  providEd  thE  29th  army  with  poison  gas  masks  and  that 
many  studEnts  of  thE  univErsity  had  EngagEd  in  thE 
fighting  at  Nanyuan  last  sumv"Er,   In  such  circumstancEs 
thE  regimEntal  commandEr,  hE  said,  considErEd  thE 
univErsity  as  having  EnEmy  character.   ThE  military, 
howEVEr,  dcsirEd  to  protect  thE  sciEntific  EquipmEnt  of 
thE  univErsity  and  would  bE  willing  to  havE  all  such 

matt Ers 


(0 

o 


-2-  #80,  FEbruary  2,  6  p.m.,  from  PEiping  via  N.  R. 

mattErs  transfErrEd  to  thE  dining  building  and  that 
matErials  which  could  not  bE  takEn  out  could  bE  lEft 
v/hErE  thEy  v/ete  and  would  not  bE  harmEd.   I  pointEd  out 
to  Akiyama  that  adEquatE  quart Ers  for  a  largE  numbEr 
of  troops  could  bE  found  in  thE  old  ChinESE  army  barracks 
at  Hsiyuan  which  is  in  cIose  proximity  to  Tsinghua,   He 
spokE  sEVEral  timES  of  thE  nECEssity  of  finding  quartErs 
for  at  lEast  a  thousand  troops  and  said  that  hE  had  madE 
a  mistakE  in  taking  thE  mattEr  up  with  a  staff  offiCEr 
on  Saturday  in  GEnEral  TErauchi's  hEadquartErs  rathEr 
than  with  GEnEral  TErauchi  hinsElf.   Akiyama  was 
raanifEstly  EmbarrassEd  by  thE  wholE  procEdurE. 

I  suspEct  that  a  ChinESE  mEmbEr  of  thE  commission 
appoint  Ed  for  thE  prESErvation  of  Tsinghua  may  havE  had 
somEthing  to  do  with  thE  turn  of  EVEnts  as  thE  Embassy 
was  informEd   on  Monday  that  hE  had  prEparEd  a  lEttEr, 
apparEntly  at  thE  instancE  of  thE  JapanESE  military 
authoritiEs  stationEd  at  Tsinghua,  CErtifying  that  thE 
Tsinghua  propErty  is  ChinESE  and  that  thErE  was  no 
obJEction  to  thE  occupation  of  thE  buildings  hErEin 
namEd.   An  AmErican  connEctEd  v/ith  Tsinghua  intErcEdEd 
howEVEr  and  thE  ChinESE  has  not  yEt  signEd  thE  lEttEr. 
It  is  possiblE  howEVEr  that  this  incidEnt  may  havE  had 
some  rElation  to  thE  dEcision  of  thE  military  authoritiEs 
to  occupy  thE  propErty. 

REpEatEd  to  Ambassador  and  Tokyo. 

WWC :RR  LOCKHART 
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JR  GRAY  AND  SPECIAL  GRAY 

Peiping  via  N.  R. 
Dated  February  2,  1938 
Rec'd  12:54  p.m. 

Secretary  of  State, 
Washington* 

80,  February  2,  6  p.m. 

My  73,  January  29,  3  p.m.;  and  74,  January  29,  7  p.m. 

Aklyama  called  to  see  me  yesterday  afternoon  and 
said  that,  contrary  to  thE  Information  given  to  me  late 
Saturday  afternoon,  he  must  regretfully  Inform  me  that 
the  regimental  commander  at  Tslnghua  had  now  decided 
to  occupy  the  Micncc,  chemistry  and  biology  buildings 
at  Tslnghua  hut  would  not  occupy  the  dormitory.  He  went 
into  considerable  detail  showing  why  the  military 
would  now  occupy  the  three  buildings  named,  and  among 
the  reasons  stated  was  that  students  of  the  university 
had  provided  the  29th  army  with  poison  gas  masks  and  that 
many  students  of  the  university  had  engaged  in  the 
fighting  at  Nanyuan  last  sum~er.  In  such  circumstances 
the  regimental  commander,  he  said,  considered  the 
university  as  having  enemy  character.  The  military, 
however,  desired  to  protect  the  scientific  equipment  of 
the  university  and  would  be  willing  to  have  all  such 

matters 


-2-  #80,  February  C,  0  p.m.,  from  I  it  pin*/  vi-.  N,  rt , 

aiatttra  transferred  to  the  dining  building  and  that 
materials  which  could  not  be  taken  out  could  be  left 
where  they  vtrt  and  would  not  be  harmed*  I  pointed  out 
to  Akiyama  that  adequate  quarters  for  a  large  number 
of  troops  could  be  found  in  the  old  Chinese  army  barracks 
at  Hslyuan  which  la  in  close  proximity  to  Tslnghua.   He 
spoke  several  times  of  the  necessity  of  finding  quarters 
for  at  least  a  thousand  troops  and  said  that  he  had  made 
a  mistake  In  taking  the  matter  up  with  n  staff  officer 
on  Saturday  in  General  Ttrauchi's  headquarters  rather 
than  with  General  Tcrauchi  hinself.   Akiyama  was 
manifestly  embarrassed  by  the  whole  procedure. 

I  suspect  that  a  Chinese  member  of  the  commission 
appointed  for  the  preservation  of  Tslnghua  may  have  had 
something  to  do  with  the  turn  of  events  as  the  Embassy 
was  informed  on  Monday  that  he  had  prepared  a  letter, 
apparently  at  the  Instance  of  the  Japanese  military 
authorities  stationed  at  Tslnghua,  certifying  that  the 
Tslnghua  property  Is  Chinese  and  that  there  was  no 
objection  to  the  occupation  of  the  buildings  herein 
named*  An  Ame  loan  connected  with  Tslnghua  interceded 
however  and  the  Chinese  has  not  yet  signed  the  letter* 
It  is  possible  however  thr.t  this  incident  may  have  had 
tome  relation  to  the  decision  of  the  military  authorities 
to  occupy  the  property. 

Repeated  to  Ambassador  and  Tokyo. 

WfCtRR  LCCKHART 
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From 


O.N  A.  a\,<>       j  n 

:lEgram  must  be         Tokyo     !  .  ""1*=™- —  *    > 

closEly  paraphrasEd  be-  -^  ?"^P-    ^^tJU^suz. 

forE  being  communicat  Ed       Dat  Ed  FEbruary  2,  1938"  "V^  <-— 
to  anyonE.   (A)  c   / 


Rec 


SEcrEtary  of  State. 

Washington.  J*0  *  " '  '/  ^» '•   % 

67,   February  2,    6  p.m.  ^^  n^ 

CONFIDENTIAL.  '  <r  (D 

04 

My  British  collEagUE  informs  the  in  confidEncE  that     • 

ro 

thE  pErcEntngE  of  war  suppliES  SEnt  in*:o  China  via  Hong     •£» 
Kong  for  thE  Chines e  army  is  by  countriEs  as  follows:       (A 
GErmany  62  pEr  CEnt>  Italy  21  pEr  cEnt,  FrancE  12  pEr       O 
CEnt,  GrEat  Britain  3  pEr  CEnt,  United  StatEs  and 
Belgium  make  up  the  trivial  balance. 

Craigie  has  taken  particular  pleasure  in 
communicating  these  figures  to  the  Vice  Minister  for 
Foreign  Affairs.  -r\ 

CO   ^ 

Repeated  to  Shanghai  for  Hankow, 
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This  telegram  must  be  Tokyo 

closely  paraphrased  be- 
fore being  communicated  DatEd  FEbruary  2,    1938 
to  anyone*      (A) 

Rec  'd  8:45   a.m. 

Secretary  of  State, 
Washington. 

67,  February  2,  6  p.m. 

COHFIIX.HTIAL. 

My  British  colleague   Informs  r.e   in  confidEncE   that 
the  percentage  of  war  supplies  BAnl   In'o  China  via  Hong 
Kong  for  tne  Chlneae  army  Is  bj   countries  as  follows: 
pennany  Sfe  t>zt  cent,   Italy  21  ^>er  cent,    France  12  per 
cent,   Great   Britain  3  per  ocnt,    United  States   and 
ftelgiua  Bake  up  the  trivial  balance, 

#r»igie  has  taken  particular  pleasure  in 
tosawufti eating  these  figures   to  the  Vice  Minister  for 
foreign  Affair a. 

Repeated  to  Shanghai  for  Hankow. 
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TELEGRAM  RECEIVED 


EG  GRAY 

O,.o  From 

London 


DatEd  January  24,  1938 
REc*d  3:25  p,m, 
SEcrEtary  of  State, 
Washington. 

57  #  January  24,  8  p.m» 

CONFIDENTIAL 

The  Military  AttaohE  informs  mE  that  a  reprEsEntatl^C 
of  thE  Air  Ministry  intimatEd  today  that  his  authorities 
will  probably  rsquest  through  thE  British  Ambassador  at 
Washington  pErmisaion  to  purchasE  osrtain  AmErican  air- 
craft and  that  the  first  itEm  undEr  considEration  will 
bE  not  Iess  than  twElvE  BoEing  B-17  complete  for  de~ 
livEry  within  twElvE  wesks.  ThE  Air  Ministry  hopES   g 
special  oonsidEration  will  bE  givEn  by  the  appropriate  «*> 
American  authorities  for  releasE  for  sale  of  these    p 
Boeing  machines  and  other  aircraft  to  be  specified  l&t€2S» 
The  Military  Attache  requsats  that  forEgoing  be  repeated 
to  the  W*J?  Department* 
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TELEGRAM  RECEIVED  | 

EG                                           I      '  .  '/f-fiT 

Thie  riEaaagE  must  be                      SevHIe  P^^t^~K 

closEly  oaraphrasEd  bE-  C*r*    CrV^I 

fore-bEing   comnunicatEd  FROM     DatEd  January  21,  1938  \fi  I J  * 

to  anyonE.      (A)  1/v^*\ 

REcTd  3:13  p.m. 

SEcrEtary  of  StatE,  U 

Washington. 


1,  January  21,  noon. 

STPJCTLY  CONFIDENTIAL 

Political  optimism  dEscribEd  in  ny  DECEmbEr  7, 
3  p«n»,  lias  bEErn  rudEly  shakEn  by  EVEnts  at  TetueI* 
Moral  EffEct  of  thE  loss  of  that  city  far  outwEighs 
military  nignificancE  but  ultimatE  liquidation  of  thE       O 


00 


affair  is  ExpEctEd  by  opEration  now  dEVEloping-*  Inf o",""!c- 
tion  rECEiVEd  fron  widEly  sEparatEd  soutces  indicatEfi 
OEiiEral  Franco  was  on  thE  point  of  launching  a  drivE  on 
Guadalajara  to  takE  off  fron  JaddraquE  with  intEntion  of 
completing  EncirclEmEnt  of  Madrid  whEn  attackEd  at        q 
TeruEl.  TIiese  circur.istancES  arE  gEnErally  rEgardEd  as     r'o 
rjTEly  dElaying  final  victory.  D 
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TightEning  of  frontiErs  which  3till  continuES  is 

kttributEd  to  plot  against  GEnEral  Franco.  Information 

tvn\   GEri'.ian  sourcE3  is  to  thE  EffEct  that  a  numbEr  of 

civilians  WErE  rECEntly  EXECutEd  in  this  connEction  aif^ 

to 

Cfc©grEB#     MEthod  of   granting  lEavES   to  mEmbErs  military^" 
t'>rf;t:r,  ban   bEEn  rEvi.3Ed  and  rE3trictEd.      MastErs   and       &■ 
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-2-  ,'rl,    January  21,  noon,  fro:::  SevHIe 

crEWG  of  forEign  r.iErchantr.iEn  arE  not  pErnittEd  to  go 
ashoi?E  in  SevHIe  ExcEption  bEing  nadE  for  GhipG  of 
nations  having  rElation3  with  GEnEral  Franco, 

FocdGtuffG,  EGpECially  r.iEata,  scarcEr  than  last 
\%        yEar  and  prioES  substantially  nighEr.  HotEls  and 
r eg taiiran to  Gtill  continuE  to  GErvE  articlE3  not 
availahlE  in  local  narkEts,  REtail  Gtockc  practically 
ExhaiiG  t  e  d  •  A;:iba  g  a  ad  or  inf  orr.iE  d  • 
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EG 
— Tumur     *Wle  nesoase  must  be  Seville 

■""JfCr^T  .     olosely  paraphrased  be- 

J^T        fore  being  oormunioated  Dated  January  21,    1938 

J  ^-         to  anyone*     (A) 

Tj,  ^-"  Reo'd  3x13  p.m. 


A-S 

A_f  —"       Secretory  of  State, 

L*^-"  rraohington.  £\  c" 

PA/H*  ({j*:   -y 

tk  ^  If  January  21,  noon. 

w-**^  STincTLr  coMPiDornAL 

gjty         Political  optlaisn  described  in  my  December  7, 

«K 

IT      3  p»n#,  has  been  rudely  shaken  by  events  at  Teruel. 

TA  ^. 

01  ^"^   Moral  eff eot  of  the  loos  of  that  city  far  outweighs 

PA 

f?  military  aignificanoe  but  ultimate  liquidation  of  the 

BA 

oc  ^^"  affair  is  expected  by  operation  now  developing   inf^r- 

A-M/C 

•A      tion  reoeived  from  widely  separated  sources  indicate. -. 

CI 

FBO     Qeneral  Franoo  was  on  the  point  of  launching  a  drive  on 

HA 

savage   Guadalajara  to  take  off  from  Jaddraque  with  intention  of 

**      completing  cnolrolcmcnt  of  Madrid  when  attaoked  at 
n> 

**     Teruel.  These  oirounstanoeo  are  generally  regarded  as 

JP     merely  delaying  final  viotor>« 
10 

****        Tightening  of  frontiers  which  still  continues  is 

attributed  to  plot  against  General  Franco,   Information 
from  German  sources  is  to  the  effect  that  a  number  of 
olvillans  were  rcocntly  executed  in  this  connection  at 
Caocres*  Method  of  granting  leaves  to  members  military 
foroes  has  been  revised  and  restricted.  Masters  and 

crews 


-2*»  „"1,  January  21,  noon,  fron  3eville 

crews  of  foreign  pzrahantnen  are  not  pemitted  to  go 
ashore  ?.n  Seville  exception  being  node  for  3  hi  pa  of 
nations  having  relatione  with  Oencral  Prone o# 

Focdotuffa,  ea&ecially  rteata,  acarcer  than  last 
year  end  ;-a»ioca  substantially  higher.  Hotels  and 
reatauranta  still  oontinue  to  serve  articles  not 
available  f.n  looal  narkets.  Retail  stocks  practically 
exhc.ua  ted#  A.  baa  a  ad T  infor:ed# 
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STRICTLY  CONFIDENTIAL.   I'o^ 

At  thE  mEEting  this  morning  thErE  wErE  prESEnt  Sir  Robsrt 


M5£ne  ^fx* 


ST^t 


Vansittart,  Sir  AlExandEr  Cadogan,  Captain  Phillip  of  thE 
Admiralty,  M.  Cambon,  CounsElor  of  thE  FrEnch  Embassy,  thE 
FrEnch  Naval  AttachE,  Captain  Willson  and  mysElf* 

No  rEfErEncE  was  madE  by  thE  ForEign  OfficE  officials 
to  thE  Embassy's  notE  basEd  on  thE  DEpartmEnt '  s/ 504, 
DECEmbEr  23,  noon..  Sir  RobErt  Vansittart  madE  a  briEf 
statEmEnt  saying  that  both  thE  UnitEd  StatEs  and  thE  British 
Gov  Emm  En  ts  had  rECEivEd  pErsistEnt  rEports  of  JapanESE    *~ 
intEntions  in  rEgard  to  building  ships  in  excess  of  thE 
limits  sEt  forth  in  thE  London  Naval  TrEaty  of  1936,   His 
GovErnmEnt  thErEforE  proposEd  and  prESEntEd  for  thE 
considEration  of  thE  AmErican  and  FrEnch  GovErnmEnts  thE 
tExt  of  a  draft  instruction  to  thE  British  Ambassador  at 
Tokyo  which  rEads  as  follows: 

"My 
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nMy  tElEgram  No.  (**»)  of  (###)  (JapanESE  naval  con- 
struction ovEr  trEaty  limits)'. 

You  should  now  addrEss  official  notE  to  thE  JapanESE 
GovErnmEnt  on  following  linEs. 

OnE.   JapanESE  GovErnmEnt  will  bE  awarE  that  undEr  the 
London  Naval  TrEaty  1936  and  corrEsponding  bilatEral  agrEE- 
mEnts  with  GErmany  and  SoviEt  Russia,  His  MajEstyTs  GovErn- 
mEnt in  thE  Unit  Ed  Kingdom  arE  prEcludEd  from  constructing 
capital  ships  (i.  e.  ve3se1s  of  morE  than  tEn  thousand 
standard  displacEmEnt  or  with  a  gun  of  morE  than  Eight 
inchEs)  whioli  ExcEEd  thirty  fivE  thousand  tons  or  carry 
a  gun  of  norE  than  sixtEEn  inch.ES,  or  which  arE  Iess  than 
SEVEntEEn  thousand  fivE  hundrEd  tons  or  carry  a  gun  of 
Iess  than  tEn  inchEs.  As  rEgards  cruisErs   (i.  e.  vesseIs 
of  not  morE  than  tEn  thousand  tons  with  gun  of  not  morE 
than  Eight  inchEs)  his  MajEsty's  GovErnmEnt  arE  limitEd 
to  a  maximum  of  Eight  thousand  tons  with  six  inch  guns. 

Two.   JapanESE  GovErnmEnt  havE  unf ortunatEly  not  sEEn 
thEir  way  to  subscribing  to  London  Naval  TrEaty  nor  havE 
thEy  hithErto  fElt  ablE  to  givE  any  assurancES  that  trEaty 
limits  would  in  practicE  bE  adhErEd  to  by  thEm. 

ThrEE.  As  JapanESE  GovErnmEnt  will  bE  awarE,  thE 
naval  trEatiEs  givE  His  MaJEsty!s  GovErnmEnt  a  right  of 

Escalation 
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Escalation  in  thE   EVEnt   of  Twilding  not  in  conformity 
with  trEaty  limit3  by  a  powEr  not  a  party  thErEto.     ThErE 
havE  for  somE   timE  bEEn  pErsistEnt  and  cumulative  rEports, 
which  in  thE  ab3EncE  of  satisfactory  and  convincing 
assuranoE3  from  thE  JapanE3E  GovErnmEnt  that  thEy  arE 
ill-foundEd,  must  bE  dEEmEd  to  bE  authEntic,    that  Japan 
has  undErtakEn  or  intEnds  to  undErtakE  construction  of 
capital  ships  and  cruisErs  not  in  conformity  with  thE 
abovE  mEntioiiEd  limits.     His  MajEsty's  GovErnmEnt  havE 
thErEforE  dEcidsd  tha^for  thsm  to  exeiIcIse  thEir  right 
of  Escalation  unlES3  thE  JapanEsE  GovErnmEnt   can  furnish 
the  aforEsaid  asaurancE3  and  can  satisfy  his  MaJEsty's 
GovErnmEnt  that  thEy  will  not,  prior  to   January  1st,   1943 
lay  down,   completE  or  acquirE  any  vesse!  which  doE3  not 
conform  to  thE  limits  in  quEstion,  without  prEviously  in- 
forming His  MajEStyrs  GovErnmEnt  of  thEir  intEntion  to  do 
so  and  of  tannage  and  calibrs  of  thE  largest  gun  of  the 
vessel  or  vessels  oonoerned* 

Four*     In  view  of  rtl  forthcoming  publication  of 
naval  estimated  and  necessity  for  giving  other  treaty 
powers  information  as  to  Intended  British  construction* 
His  Majcsty»a  Government  will  be  glad  to  reoeive  a  reply 
not  later  than  February  BO  next*    Should  no  reply  be 

native* 
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reoeivEd  by  that  date  or  should  thE  rEply  not   de  considEred 
by  His  MajE3tyfs  GovErnmEnt  to  furnish  thE  information  and 
assurancE3  dEsirEd,   thEy  will  bE  oompEllEd  to  a3sumE  that 
thE  JapanESE  GovErnmEnt  EithEr  arE  constructing  or  ac- 
quiring or  havE  authoriZEd  thE  construction  or  acquisition 
of  vesseIs  not  in  oonformity  with  thE  limits  rEfErrEd  to* 
His  MajEsty*3  GovErnmEnt  would  thErEupon  bE  obliged  in 
consultation  with  thE   othEr  naval  powErs  with  whom  thEy 
are  in  trsaty  rElations   to  rEsumE  full  libErty  of  aotion. 
If,  howEVEr,    thE  JapanESE  GovErnmEnt,    though  EngagEd  in, 
or  intEnding  to  EngagE  in,   construction  not  in  conformity 
with  trsaty  limits,  wsrE  willing  to  indicdtE  forthwith 
the  tonnagES  and  calibrES  of  guns   of  thE  vesseIs  which 
they  werE  constructing,   or  werE  intEnding  to  construct, 
Ki«  MajEfltyis  GovErnmEnt  for  thEir  part  would  bE  rEady  to 
discuss  with  thE  JapanESE  GovErnmEnt  thE  question  of  thE 
t^rurageo  and  gun  calibrES  to  bE  adhErEd  to  in  futurE  if 
foptm  vzvz  now  prepared  to  agrEE  to  some  limitation.     It 
wmte  however  be  necessary  that  such  consultation  should  be 
£3ftpteted  by  4to?  1"# 

Vndcv  terms  of  the  Anglo-German  and  Anglo-Soviet 
#a*»i  freatles  the  representatives  of  these  oountries  will 
b£  infomet  in  striot  oonfldence  this  afternoon  by  Van- 
H*tert  &f  tint  &9ttm  proposed  in  the  above  oommunisation* 
.  M^nsleisy 
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Konaieutf  Ctunbon  suggested  that  It  migit  be  advisable  to 
put  in  the  communication  to  Japan  more  precise  Information 
aa  to  what  they  ore  supposed  to  be  doing.  Sir  Robert 
pointed  out  that  he  thought  this  would  be  unwise  and  that 
the  British  Government,  and  so  far  as  he  knew  the  United 
States  Government,  did  not  have  any  information  to  contri- 
bute other  than  that  contained  in  the  text  of  the  proposed 
note*  V/bat  they  really  desired  was  a  declaration  of 
Japanese  intentions.  Sir  Robert  emphasized  the  importance 
Of  the  time  factor  involved  in  this  communication.  He 
referred  to  the  fact  that  under  the  Naval  Treaty  declara- 
tions in  regard  to  building  plans  must  be  communicated  by 
each  government  within  the  first  four  months  of  any  calen- 
dar year  and  he  said  that  from  the  British  point  of  view 
it  was  essential  to  have  a  showdown  on  the  matter  before 
the  final  preparations  of  the  budget  for  the  new  fiscal 
year  which  begins  April  1.  It  is  the  British  desire  to 
have  this  note  presented  to  the  Japanese  by  February  6  so 
as  to  allow  that  Government  a  full  two  weeks  to  reply. 

Both  Vans it tart  and  Cadogan  expressed  the  hope  that 
the  viewa  of  the  united  States  and  French  Governments  might 
be  received  bey  Wednerad&st,  February  2,  when  a  further 
meeting  was  propose**  for  that  afternoon.  If  the  governments 

agreed 
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agrEEd  tliE  British  fEEl  that  thE  tElEgraphic  instruction 
to  Tokyo  mu3t  lEaVE  London  "by  FEbruary  4  in  ordEr  to  allow 
sufficiEnt  tiriE  for  thE  British  Ambassador  to  makE  his  re** 
prESEntations*  Vansittart  EmphasizEd  that  if  this  rEprE- 
SEntation  to  Japan  is  to  be  effEctivE,  in  thE  British  viEW 
it  must  bE  donE  at  onoE  and  that  it  was  ESSEntial  that  thE 
communications  of  thE  thrEE  govErnmEnts  should  bE  idEntical 
in  tErma,  if  not  dElivsrEd  simultanEously,   Captain 
Phillip3  off ErEd  to  furnish  thE  FrEnch  Naval  AttachE  this 
aftErnoon  with  all  thE  information  thE  British  Admiralty 
has  in  rEgard  to  this  mattEr.   Captain  Wills  on  informs  mE 
that  whatEVEr  information  Captain  Phillips  may  givE  thE 
FrEnch  Naval  AttachE  has  alrEady  bEEn  communicatEd  to  our 
Navy  DepartmEnt. 

AftEr  thE  mEEting  ciosEd,  Sir  RobErt  Vansittart  rE- 
quE3tEd  Captain  Willson  and  kie  to  rEmain  for  a  momEht. 
He  thEn  gaVK  ne  thE  following  draft  paragraph  which  hE 
proposEd  should  bs  appEndEd  to  thE  instruction  to  Tokyo 
and  ExprES3Ed  thE  hopE  that  thE  UnitEd  StatEs  GovErnmEnt 
would  bE  willing  to  makE  thE  samE  rEprESEntation.  He  fElt 
that  Inasmuch  as  this  paragraph,  dirEeting  oral  rEprESEnta- 
tions,  rEfErrEd  to  a  possibility  of  action  which  was  out- 
side thE  .rESourcEa  of  thE  FrEnoh  GovErnmEnt  it  would  not 

be 
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be  ncosaaary  to  aak  that  Government  to  make  thla  additional 
oral  representation*  The  paragraph  reads  aa  follows i 

"You  should,  subjeot  to  any  oomnents  you  nay  havE  to 
make,  add  a  verbal  oonnunioation  on  the  following  lines* 
His  Majeotyls  GovErnriEnt  arE  anxious  that  jliErE  should  "bE 
no  nisapprEhEnsion  as  to  thE  situation  which  would  result 
if  thEy  worE  conpellcd  to  ESoalatEt  JapanESE  GovErnriEnt 
nust  thErEforE  rEalizE  that  His  MaJEsty's  GoverniaEnt  would 
use  to  thE  utnost  thEir  shipbuilding  capacity  and 
financial  position  in  ordEr  to  EnsurE  that  Existing 
British  naval  strEngth  rElativE  to  that  of  Japan  is  fully 
and  in  all  rcspEcts  maintained,  both  qualitativEly  and 
quantitativEly,  and  if  nECEssary  incrsasEd,  His  MajEsty's 
GovErnriEnt  arE  howEVEr  rEluctant  to  EngagE  in  conpEtitiVE 
building,  and  thEy  hopE  thErEforE  that  thE  JapanESE 
GovErnriEnt  will  bE  ablE  to  furnish  thE  dss^rcd  information 
and  assurancEs1' . 

Thz  riEEting  closEd  on  thE  undEr standing  that  nothing 
would  be  caid  to  thE  prEss  in  London  about  this  mattEr  by 
any  of  the  parti es  concErnEd, 

Both  thE  PorEign  OfficE  and  Admiralty  officials  said 
that  thEy  would  bE  gratEful  if  thEy  night  havE  thE  UnitEd 
StatES  GovErnriEnt  !s  viEv/s  as  quickly  as  night  bE  convEniEnt. 

I 
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I  nadE  it  clEar  that  I  had  no  instructions  and  that  the 
natter  would  havE  to  de  rEfErrEd  to  ny  GovErnriEnt  for 
considEration  and  such  action  as  it  might  see  fit  to 
takE.  Vansittart  said  that  hE  naturally  undErstood  that 
this  would  havE  to  de  so. 

JOHNSON 

HPD 


v  0^  London 

A  g^  DatEd  January  28,  1938 

*  r  .  RtcM  2t40  p.m. 

IX  oterctary  of  State, 
IV  »j"^  Washington. 
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tj     STRICTLY  CONFIDENTIAL. 

►A 

rT     At  the  meeting  this  morning  there  wire  present  Sir  RobErt 

ft* 

CCVanaittart,  Sir  Alexander  Cadogan,  Captain  Phillip  of  the 

*-*:,« 

^AAdariralty,   M.  Cambon,  Counselor  of  the  French   Embassy,    the 

Hi 

ftVrcnoh  Naval  Attache,  Captain  Wlllson  and  myself. 

via 

tavAGC    jj0  |»tfErKnCE  was  made  by  the  Foreign  Office  officials 
IC 

Jjto   the   Embassy's  note  based  on   the  Department's  504, 

J&>ecc»ber  23,  noon.      Sir  RobErt  Vanslttart  made   a  brief 

ID 

Jjjstatcmcnt  saying  that  both  the  Unit  Ed  States  and  the  British 

ifoverments  had  received  persistent  reports  of  Japanese 

Intentions  in  regard  to  building  ships  In  excess  of  the 

limits  set  forth  1*  the  London  Naval  Treaty  of  1936.  His 

Government  therefore  proposed  and  presented  for  the 

consideration  of  the  American  and  French  Governments  the 

text  of  a  draft  instruction  to  the  British  Ambassador  at 

Tokyo  which  reads  as  follows t 

•My 
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•My  telegram  No*  («««)  of  («««)  (Japanese  naval  con- 
struction over  treaty  limits). 

Ton  Should  now  address  official  note  to  the  Japanese 
Government  on  following  lines. 

One*  Japanese  Government  will  be  aware  that  under  the 
London  Naval  Treaty  1936  and  corresponding  bilateral  agree- 
ments with  Germany  and  Soviet  Russia,  His  Majesty's  Govern- 
ment In  the  United  Kingdom  are  preoluded  froo  constructing 
capital  ships  (i.  e.  vcsscla  of  more  than  ten  thousand 
standard  displacement  or  with  a  gun  of  more  than  eight 
inches-)  which  exceed  thirty  five  thousand  tons  or  carry 
a  gun  of  more  than  sixteen  inches*  or  whloh  arc  less  than 
seventeen  thousand  five  hundred  tons  or  carry  a  gun  of 
lest  than  ten  inches*  As  regards  oruisers  (1.  e.  vessels 
of  not  more  than  ten  thousand  tons  with  gun  of  not  more 
than  eight  inches)  his  Majesty's  Government  are  limited 
to  a  mniiwwm  of  eight  thousand  tons  with  six  inch  guns* 

Two*  Japanese  Government  have  unfortunately  not  seen 
their  way  to  subscribing  to  London  Naval  Treaty  nor  have 
they  hitherto  felt  able  to  give  any  assurances  that  treaty 
limits  would  in  praotioe  be  adhered  to  by  them* 

Three*  As  Japanese  Government  will  be  aware*  the 
naval  treaties  give  His  Majesty's  Government  a  right  of 

escalation 
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escalation  in  the  event   of  building  not  in  conformity 
with  treaty  limit  a  by  a  power  not  a  party  thereto.     There 
hare  for  some  time  been  persistent  and  cumulative  reports, 
which   In    the  nl.inioc    of  oatlofaotory  and   oonvlnolng 
assurances  from  the  Japanese  Government  that  they  arc 
ill-founded,  must  be  deemed  to  be  authentic,   that  Japan 
has  undertaken  or  Intends  to  undertake  construction  of 
capital  ships  and  cruisers  not  in  oonformity  with  the 
above  mentioned  limits-.     His  Majesty's  Government  have 
therefore  deoided  thatVfor  them  to  exercise  their  right 
of  escalation  unless  the  Japanese  Government   can  furnish 
the  aforesaid  assurances  and  con  satisfy  his  Majesty's 
Oovcrnment  that  they  will  not,  prior  to  January  lot,  1943 
lay  down,   complete  or  acquire  any  vessel  whioh  docs  not 
conform  to  the  limits  in  question,  without  previously  in- 
forming His  Majesty's  Oovcrnment  of  their  intention  to  do 
so  and  of  tonnage  and  calibre  of  the   largest  gun  of  the 
vessel  or  vessels  oonocrncd* 

Four.     In  view  of  4H  forthcoming  publication  of 
naval  estimates  and  ncocsslty  for  giving  other  treaty 
powers  information  as  to  intended  British  construction, 
Rio  Majesty's  Government  will  be  glad  to  reocive  a  reply 
not  later  than  February  20  next*     Should  no  reply  be 

reoeived 
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received  by  that  date  or  should  the  reply  not  be  considered 
by  Ufl  Majesty's  Oovcroment  to  furnish  the  information  and 
assurances  desired,  they  will  be  oanpelled  to  assume  that 
the  Japaneoe  Government  either  arc  constructing  or  ac- 
quiring or  have  authorised  the  construction  or  acquisition 
of  vessels  not  in  oonformity  with  the  limits  referred  to. 
Bit  Majesty's  Oovernment  would  thereupon  be  obliged  in 
consultation  with  the  other  naval  powers  with  whom  they 
arc  In  treaty  relations  to  resume  fall  liberty  of  action* 
If,  however,   the  Japanese  Oovernment,   though  engaged  in, 
or  intending  to  engage  in,   construction  not  in  oonformity 
with  treaty  limits,  were  willing  to  indicate  forthwith 
the  tonnages  and  oalibres  of  guns  of  the  vessels  which 
they  were  oono trusting,  or  were  intending  to  eonstruot, 
lie  Majesty's  Oovernment  for  their  part  would  be  ready  to 
discuss  with  the  Japanese  Oovernment  the  question  of  the 
tonnages  and  gun  oalibres  to  be  adhered  to  in  future  if 
Japan  were  now  prepared  to  agree  to  some  limitation*     It 
would  however  be  neocssary  that  such  consultation  should  be 
completed  by  Hay  1"# 

under  terms  of  the  Anglo-German  and  Anglo-Soviet 
■aval  Treaties  the  representatives  of  these  countries  will 
be  informed  in  strict  confidence  this  afternoon  by  Van- 
•lttart  of  the  action  proposed  in  the  above  communication* 

Monsieur 
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Monsieur  Canton  susgeoted  that  it  might  he  advisable  to 
put  in  t!:E  communication  to  Japan  more  precise  information 
ao  to  wliat  they  are  supposed  to  be  doing.  Sir  Robert 
pointed  out  that  he  thought  this  would  be  unwise  and  that 
the  British  Government,  and  go  far  as  he  knew  the  United 
States  Government,  did  not  have  any  information  to  contri- 
bute other  than  that  contained  in  the  text  of  the  proposed 
note*  '..Oint  they  really  desired  v;a3  a  declaration  of 
Japanese  intentions.  Sir  Robert  emphasized  the  importanoE 
of  the  tiiie  factor  involved  in  this  communi cation.  He 
referred  to  ttie  faot  that  under  the  Naval  Treaty  declara- 
tions in  regard  to  building  plans  must  be  communicated  by 
each  government  within  the  first  four  months  of  any  calen- 
dar year  and  he  said  that  from  the  British  point  of  view 
it  was  essential  to  have  a  showdown  on  the  matter  before 
the  final  preparations  of  the  budget  for  the  new  fiscal 
year  which  begins  April  1.  It  is  the  British  desire  to 
have  this  note  presented  to  the  Japanese  by  February  6  so 
as  to  allow  that  Government  a  full  two  weeks  to  reply* 

Both  Vans it tart  and  Cadogan  expressed  the  hope  that 
the  views  of  the  United  States  and  French  Governments  might 
be  reoeiwed  by  Wednesday*  February  2,   when  a  further 
meeting  was  proposed  for  that  afternoon*  If  the  governments 

agreed 
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agreed  the  Dritioh  feci  that  the  telegraphic  Instruction 
to  Tokyo  must  leave  London  by  February  4  in  order  to  allow 
ouffioient  tine  far  the  British  Ambassador  to  cake  his  re- 
presentations. Vansittart  emphasised  that  if  this  repre- 
sentation to  Japan  is  to  bE  effective,  in  the  British  view 
it  must  be  done  at  onoe  and  that  it  was  essential  that  the 
communications  of  the  three  governments  should  be  identical 
in  terns,  if  net  delivered  simultaneously.  Captain 
Phillips of f ered  to  furnish  the  French  Naval  Attache  this 
afternoon  with  all  the  inf  omation  the  British  Admiralty 
has  in  regard  to  thin  natter.  Captain  Willson  informs  me 
that  whatever  inf  omation  Captain  Phillips  may  give  the 
Frenoh  Naval  Attache  has  already  been  oonnunicatcd  to  our 
Navy  D c par tr lent. 

After  the  meeting  closed.  Sir  Robert  Vansittart  re- 
queatec1  Captain  Willson  and  ne  to  remain  for  a  moment* 
He  then  gave  ne  the  following  draft  paragraph  which  he 
proposed  should  be  appended  to  the  instruction  to  Tokyo 
and  expressed  the  hope  that  the  United  States  Government 
would  bE  willing  to  make  the  sane  representation.  He  felt 
that  lnasnuoh  as  this  paragraph,  directing  oral  representa- 
tions, referred  to  a  possibility  of  action  whioh  was  out- 
side the  resources  of  the  French  Government  it  would  not 

be 


-7-  No.  69,  January  28,  4  p.m.  fron  London 

be  necessary  to  ask  that  Government  to  make  this  additional 
oral  representation.  The  paragraph  reads  as  follows: 

"You  should,    subject  to  any  comments  you  nay  have  to 
make,  add  a  verbal  oonnunication  on  the   following  lines. 
His  Majesty's  Government  are  anxious   that   there  should  be 
no  nisappr ehens ion  as  to  the  situation  which  would  result 
If  they  were  compelled  to  escalate.     Japanese  Government 
must  therefore  realize  that  His  Majesty's  Government  would 
use  to  the  utmost  their  shipbuilding  capacity  and 
financial  position  in  order  to  ensure  that   existing 
British  naval  strength  relative  to   that   of  Japan  is   fully 
and  In  all  respects  maintained,  both  qualitatively  and 
quantitatively,  and  if  necessary  increased.     His  Majesty's 
Oovem:ient  are  however  reluctant  to  engage  in  competitive 
building,  and  they  hope  therefore  that  the   Japanese 
Government  will  be  able  to  furnish  the  desired  information 
and  assurances" a 

The  meeting  closed  on  the  understanding  that  nothing 
would  be  3ttid  to  the  press  in  London  about  this  matter  by 
any  of  the  parties  concerned. 

Both  the  Foreign  Office  and  Admiralty  offioials  said 
that  they  would  be  grateful  if  they  might  have  the  United 
States  Government's  views  as  quickly  as  might  be  convenient. 

I 
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I  nade  it  olcar  tlat  I  had  no  instructions  and  that  the 
natter  v/ould  have  to  be  referred  to  ny  Oovernncnt  for 
consideration  and  suoh  action  a3  it  right  see  fit  to 
take.  Vansittart  said  that  he  naturally  understood  tint 
this  would  have  to  be  so. 

JOHHSON 
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EG 

A  portion  of  this  nES*og« — 
nust  de  olosEly  paraphrased 
bEforE  bEing  cannunioatEd 
to  anyonE.  (C) 


From 


London 

DatEd  January  28,   1938 


SEorEtary  of  StatE,     /  Division  of_\  1/j/^ 
Washington. 

70,   January  28, 

(GRAY)  My/69,  January  28,  4  p.m. 

STRICTLY  CONFIDENTIAL 

Captain  Wills on  informs  he  that  hE  had  a  fur 
donvErsation  Early  this  aftErnoon  alons  with  Captain 
Phillips  of  thE  Adniralty.   Captain  Phillips  told  thE 
Naval  AttaohE  that  whEn  thE  GErnan  and  Russian  rsprs- 
SEntatiVEa  werE  infomEd  of  thE  propossd  action  at  Tokyo, 
it  would  bE  suggEstEd  to  thEn  that  they  takE  thE  sanE 
action.  This  inform ti on  was  not  connunicatEd  to  us  by 
Van3ittart  this  norning.   (END  GRAY) 

Captain  Phillips  also  s tat Ed  to  thE  Naval  AttachE 
in  confidEnoE  that  it  was  the  opinion  of  thE  Adniralty 
that  GrEat  Britain  must  cot.ie  to  sohe  sort  of  tErms  with 
GEmany  EVEn  if  natErial  concEssions  WErE  involvEd.  This 
opinion,  Captain  Phillips  said,  was  not  3harEd  by  thE  oJ 
ForEign  Off Ice  which  was  not  (rEpEat  not)  EntirEly  con- 
vincEd  that  an  agrEEOEnt  with  GEmany  would  havE  of 
nECEssity  to  bE  rEachEd,  at  thE  cost  of  concE3sions  that 
night  bE  considerEd  too  grEat. 
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A  pwtton  of  this  nessage  London 

nuat  br  o?-03ely  paraphrased 

before    oeinc   ctj  1:  .unioated  Dated   January  28,   1938 


SLBUTlua 
3-   ' 


to  anyone •      (c) 

Scorctary  of  3tate, 
Washington • 


Rec'd   3:30  p.m. 


70,   January  28 ,   7  p»nt 

(GRAY)     My  69,   January  28,   4  p.n, 

WUCTIX  CONFIDENTIAL 


Hr-I 

SA 
LE 
PA/H 

PA/D 

IVA  Captain  Willson  inforris  nc  that  he  had  a  further 

ins 

bu     conversation  early  this  afternoon  alone  with  Captain 

\n 

hu  P*dXlip«  of  the  Adnlralty.     Captain  Phillips  told  the 

PX  land  Attache  that  when  the  German  and  Russian  repre- 


sentatives were  infomed  of  the  proposed  action  at  Tokyo, 


TA 

1 

pp     it  would  be  suggested  to  then  that  they  take  the  sane 
BA 

CO     aotlon*  This  Information  was  not  communicated  to  us  by 

A-M/0 

CA  fansittart  this  morning.     (END  GRAY) 

at 

no  Captain  Phillips  also  stated  to  the  Naval  Attache 

HA 

8AVACB  in  confidence  that  it  was  the  opinion  of  the  Adnlralty 

**     thaw  Qreat  Britain  nust  oone  to  sone  sort  of  terns  with 
PO 

2     Germany  even  if  material  concessions  were  involved*  This 

■r 

JJ     opinion,  Captain  Phillips  said,  was  not  shared  by  the 
***   Foreign  Offloe  which  was  not  (repeat  not)  entirely  son* 

rinsed  that  an  agreement  with  Germany  would  have  of 

necessity  to  be  reached,  at  the  oost  of  concessions  that 

rdgit  be  considered  too  great* 
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JR   ....  From 

This  tElEgram  must  bE 
closEly  paraphrasEd  bE- 
forE  bEing  communicat Ed 
to  anyonE.   (D) 


Paris 

DatEd  January  25,  1938 

REc'd  12:55  p.m. 


^"fouiyrsj 


"»: 


JAN  2  51938 


SEcrEtary  of  StatE, 
Washington* 

RUSH* 

136,  January  25,  3  p.m. 

STRICTLY  CONFIDENTIAL  FOR  THE  SECRETARY. 

In  thE  coursE  of  a  long  convErsation  last  night 
DElbos  said  that  aftEr  his  rEturn  from  GEnEva  hE  hopEd  to 
inauguratE  activE  movEs  for  rEconciliation  with  GErmany. 
He  said  that  hE  fElt  thE  GovErnmEnt  of  thE  UnitEd  StatES 
could  bE  of  grEat  assistancE  in  promoting  such 
rEconciliation.  The  GErmans  had  EVEn  today  an  Enormous 
rEspECt  for  thE  UnitEd  StatES  and  a  latEnt  fEar  of  the— 
UnitEd  StatES  and  thE  AmErican  Ambassador  in  Berlin  shguld^ 

bE  ablE  to  EXErcisE  a  powerful  influEncE  for  pEacE.    ^*  iv 

<-£ 
co 
DElbos  went  on  to  say  that  all  thE  information  hE 

had  rECEived  rECEntly  indicatEd  that  HitlEr  was  intEnsEly 

IntErEstEd  In  the  "human! zat ion  of  warfarE",   He,  DElbos, 

beliEVEd  that  the  only  civiliZEd  way  to  humanizE  war  was  to 

havE  no  war  but  hE  and  ChautEraps  fElt  that  this  intErEst 

of  HitlErfs  in  the  "human! zat ion  of  warfare"  might  bE 

used  as  the  door  to  x*eal  Franco -German  rEconciliation* 
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It  appEarEd  that  HitlEr  was  rEady  to  agrcE  to  abolish 
bombing  from  thE  air  and  also  to  limit  thE  production  of 
bombing  planEs.   If  agrEEmEnt  could  bE  rEachEd  on  thESE 
points  it  might  bE  possiblE  to  go  on  from  that  agrEEmEnt 
to  much  morE  far-rEaching  undErstandings. 

In  any  dEclarations  friEndly  to  GErmany  that  hE 
or  ChautEmps  might  makE  thEy  would  continuE  to  insist 
that  thE  LEaguE  of  Nations  must  bE  maintainEd. 
(END  SECTION  ONE) 

BULLITT 
HPD 
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JR  From 

This"£ ElEgram  must   bE  Paris 

closEly  paraphrasEd  be.- 

forE  bking   coramunioatEd  DatEd  January  25,   1938 


to   anyoriE.      (D) 

SEcrEtary  of  StatE, 
Washington. 

RUSH. 


RECrd     lr46  p,m. 


^ 
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136,  January  25,  3  p.m.   (SECTION  TWO)  Q 

DElbos  said  that  hE  was  convincEd  GErmany  dEsirEd        ^s* 

10 
gEnuinEly  to  comE  to  tErms  with  FrancE  at  thE  prESEnt         *nI 

timE.   Ke  then  rElatEd  to  mE  a  convErsation  which  hE  had 

had  a  f£*  days  ago  with  thE  SoviEt  Ambassador  in  Paris. 

ThE  SoviEt  Ambassador  had  complainEd  that  thE  PrEnch 

GovErnmEnt  sEEipEd  to  bE  working  for  a  rEconciliation 

with  GErmany  and  had  intimatEd  strongly  that  if  Franc e 

should  bEgin  setIous  nEgotiations  with  GErmany  thE  SoviEt 

Union  would  comE  to  tErms  with  GErmany  at  oncE.   DElbos 

said  that  hE  had  TEpliEd  that  hE  was  quitE  CErtain  that 

GErmany  would  much  prEfEr  to  comE  to  tErms  with  Franc e 

rathEr  than  with  thE  SoviEt  Union  and  any  such  attEmpt  on      Cp 

thE  part  of  thE  SoviEts  would  bE  anticipatEd  by  FrancE.        C 

Ke  addEd  that  hE  fElt  a  truE  statEmEnt  of  thE  situation 

was  that  thE  SoviEt  Union  could  not  seII  its  friEndship 

to  any  ore  at  thE  momEnt  bEcausE  thETE  wete  no  buyErs 

for  that  commodity. 

In 


0* 


\t 


-2-  #136,  January  25,  3  p.m.  (SECTION  TV/0)  from  Paris, 

In  thE  coursE  of  a  discussion  on  thE  gEneral 
situation  DElbos  said  that  whilE  hE  was  awarE  that  GrEat 
Britain  was  flirting  constantly  with  GErmany  and  Italy 
hE  did  not  de11eve  that  so  long  as  EdEn  was  MinistEr  for 
ForEign  Affairs  England  would  rECognizE  thE  King  of  Italy 
as  EmpEror  of  Ethiopia,   He  Ictiew  that  throughout  history 
thE  FrEnch  had  oft  En  bEEn  surprisEd  by  British  action; 
>    but  hE  was  VEry  positivE  of  onE  thing:   that  EdEn  hatEd 
Mussolini  more  than  any  living  human  bEing, 
(END  MESSAGE) 

BULLITT 
RR  :WV7C 


8^  This  telegram  must  be         Paris 

*^-  closely  paraphrased  be- 

•   .  fore  being  communicated        Dated  January  25,  1938 

*-?'  to  anyone.  (D) 

*-5^  Rec«d  12:55  p.m. 


JJ   Secretary  of  State, 

■**£    Washington. 

la 

™^    rush. 

J5^      196,  January  65,  3  p.m. 

*J  STHICTU  CONFIDENTIAL  FOR  THE  SECRETARY. 

JJ  lift  the  course  of  ailing  conversation  Uit  night 

flu 

flfl      Delbos  taid  that  after  hit  return  from  Geneva  he  hoped  to 

Si 

&       inaugurate  active  moves  for  reconciliation  with  Germany. 

4-aV9 

C*   He  said  that  he  felt  the  Government  of  the  United  States 

m 

no   could  be  of  great  assistance  in  promoting  such 

HA 

SAMCaj  reconciliation.     The  Ocrmane  had  even  today  an  enormous 

xc 

Ha   rtapeot  for  the  United  States  and  a  latent  fear  of  the 

m    United  States  and  the  American  Ambassador  in  Berlin  should 

» 

ID    be  able  to  exercise  a  powerful  influence  for  peace. 

ID 

MX.       Dclbos  went  on  to  say  that  all  the  information  he 

£m4  received  recently  indicated  that  Hitler  was  intensely 

interested  in  the  "humanisation  of  warfare".  He,  Dclbos, 

believed  that  the  only  olvllltcd  way  to  humanise  war  was  to 

have  no  war  but  he  and  Chat*  temps  felt  that  this  interest 

of,  Hitler's  in  the  "human  i  tat  ion  of  warfare"  might  be 

wild  as  the  door  to  real  Franco-Oeman  reconciliation. 

It 


-£•  017Cf  January  26,  3  p.m.,  from  Parle. 

It  appeared  that  Hitler  was  ready  to  agree  to  abolish 
bombing  from  the  air  and  also  to  limit  the  production  of 
bombing  olanes.  If  agreement  could  be  reached  on  these 
points  it  might  be  possible  to  go  on  from  that  agreement 
to  nuoh  -norc  far-reaching  understandings* 

In  any  declarations  friendly  to  Germany  that  he 
or  Chautcmps  might  make  they  would  continue  to  Insist 
that  the  League  of  Nations  must  be  maintained. 
(EHD  SECTION  ONE) 

BULLITT 
RFD 


JR 

This  telegram  mutt  be         Paris 
closely  paraphrased  be- 
fore being  communicated       Dated  January  25,  1938 
to  anyone*  (D) 

Rcc'd  11*45  a.m. 

Secretary  of  State, 
W^^  Washington, 

RUSH. 

156,  January  25,  3  p.m.   (SECTION  TWO) 
Dcltoos  laid  that  he  was  convinced  Germany  desired 
genuinely  to  cone  to  terms  with  France  at  the  presrnt 
time*  Re  then  related  to  me  a  conversation  which  he  had 
had  a  few  days  ago  with  the  Soviet  Ambassador  in  Paris* 
The  Soviet  Ambassador  had  complained  that  the  French 
Government  seemed  to  be  working  for  a  reconciliation 
with  Germany  and  had  intimated  strongly  that  if  France 
should  begin  serious  negotiations  with  Germany  the  Soviet 
Union  would  oosic  to  terms  with  Oermany  at  once.  Delbos 
•aid  that  he  had  replied  that  he  was  quite  certain  that 
Oermany  would  much  prefer  to  come  to  terms  with  France 
rather  than  with  the  Soviet  Union  and  any  such  attempt  on 
the  part  of  the  Soviets  would  be  anticipated  by  France. 
He  added  that  he  felt  a  true  statement  of  the  situation 
was  that  the  Soviet  Union  could  not  sell  its  friendship 
to  any  one  at  the  moment  because  there  were  no  buyers 
for  that  commodity. 

In 


-2-  #136,  January  25,  3  p.m.  (SECTION  TWO)  from  Paris. 

In  the  course  of  a  discussion  on  the  general 
situation  Lelbos  said  that  while  he  was  aware  that  Great 
Britain  was  flirting  constantly  with  Germany  and  Italy 
he  did  not  believe  that  so  long  as  Eden  was  Minister  for 
Foreign  Affaire  England  would  recognize  the  King  of  Italy 
as  Emperor  of  Ethiopia*   He  knew  that  throughout  history 
the  Prench  had  often  been  surprised  by  British  action; 
but  he  was  very  positive  of  one  thing!   that  Eden  hated 
Mussolini  more  than  any  living  human  being, 

(END  KESSAOE) 

BULLITT 
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The  Signifloanoe   of  thelijstk&'lshment r ;      '  ^ ;  ?^$j£f 

of  the  ^  ^<i^v>    ^SkJw 

Manchukuo  Heavy  Industries  Development  Companv^w 'ffi r*^ 

ft) 

The  information  supplied  the  Department  by  Consul 

Richard  F.  Boyce  in  his  report  entitled  "New  Economio 

Organization  in  ' Manchukuo ' w ,  Yokohama,  January  6, 

1938,  suggests  an  interpretation  of  the  significance  of 

the  establishment  in  Manchuria  of  a  new  company  to 

develop  heavy  industries  which  differs  considerably 

from  those  popularly  accepted.   The  facts  in  connection       _0 

O 


chemicals  and  oils,  marine  products,  matches,  and  elec- 


The  South  Manchuria  Railway  Company  is  a  Japanese 
corporation  owning  and  operating  directly,  or  controlling 
through  stock  ownership  the  enterprises  occupying  a  key 
position  in  the  economic  life  of  Manchuria. 

A 


i 


with  the  new  company  are  as  follows: 

The  Nippon  Sangyo  (Nihon  Sangyo  Kabushiki  Kaisha)        ^ 
is  a  Japanese  holding  company  capitalized  at  yen 
225,000,000,  headed  by  Gisuke  Aikawa,  which  controls  and 


manages  a  large  network  of  industrial  and  commercial  3- 

C 
enterprises  in  Japan  engaged  in  mining,  shipbuilding,         ~) , 

shipping,  fishing,  the  manufacture  of  iron,  automobiles,      £ 

> 

trie  power.  -0 
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A  new  "Manohukuo"  corporation  called  the  MMan- 
ohukuo  Heavy  Industries  Development  Company"  has  been 
created,  with  a  capitalization  of  yen  450,000,000, 
which  will  acquire  the  assets  of  the  Nippon  Sangyo  and 
at  the  same  time  acquire  from  the  South  Manchuria  Rail- 
way Company  control  and  management  of  many  important 
mining  and  manufacturing  enterprises  (coal,  iron,  and 
gold  mining,  the  iron  and  steel  industry,  light  metal 
manufacture,  automobile,  aircraft,  and  other  manufactur- 
ing industries).   Half  of  the  stock  of  the  new  company 
will  be  held  by  the  present  owners  of  Nippon  Sangyo,  and 
half  will  be  held  by  the  "Manchukuo"  Government.  Mr. 
Aikawa  will  assume  management  of  the  combined  enter- 
prises controlled  by  the  new  company. 

The  establishment  of  the  new  company  has  been 
generally  portrayed  as  the  opening  up  of  Manchuria  to 
private  capital,  with  emphasis  upon  foreign  capital,  as 
the  result  of  the  failure  of  the  South  Manchuria  Rail- 
way Company  to  develop  the  country  sufficiently,  and 
its  inability  to  attract  capital  for  further  expansion 
schemes. 

It  may  be  said  with  a  fair  degree  of  certainty 
that  the  establishment  of  the  new  company  does  not  im- 
ply any  material  change  in  the  opportunities  for  private 

capital 
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capital  in  Manchuria.   Private  Japanese  capital  has 
always  been  allowed  to  participate  in  the  minority 
shares  of  most  of  the  enterprises  controlled  by  the 
South  Manchuria  Railway  Company  or  the  "Manchukuo" 
Government  and  foreign  capital  has  been  allowed  in  many. 
It  is  important  to  note  that  the  Supervising  Law  govern- 
ing the  new  company  specifies  that  control  of  the  new 
company,  even  as  regards  the  details  of  business  and 
financial  management,  shall  rest  with  the  MManchukuow 
Government  (which  also  will  own  50  percent  of  the  stock 
of  the  new  company).  Most  of  the  Manohurian  enterprises 
slated  to  be  controlled  and  managed  by  the  new  company 
are  "Manchukuo"  special  companies  already  legally  con- 
trolled by  the  State  with  the  South  Manchuria  Railway 
Company  owning  controlling  stock  of  all  of  them.   These 
distinctions  are  nice  but  irrelevant  since  the  Japanese 
Zwantung  Army  controls  and  is  practically  synonymous 
with  the  "Manchukuo"  Government  and  the  South  Manchuria 
Railway  Company.   Control  of  the  Manchurian  enterprises 
involved,  therefore,  will  remain  centralized  in  the  same 
hands.   Private  investors  will  be  allowed  to  invest  in 
the  minority  shares  of  the  subsidiaries  of  the  new  com- 
pany as  they  were  allowed  previously  to  invest  in  the 
minority  shares  of  companies  controlled  by  the  8outh 
Manchuria  Railway  Company. 

Not 
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Not  only  does  private  capital  make  no  gain  as  a 
result  of  the  creation  of  the  new  company;  on  the  con- 
trary, the  state  of  "Manchukuo"  (or  the  Array)  acquires 
control  of  Nippon  Sangyo's  large  network  of  industrial 
enterprises  in  Japan.   It  will  be  possible  under  the 
new  set-up  to  operate  these  in  coordination  with  the 
Manchurian  enterprises.   It  is  difficult  to  evaluate 
the  relative  importance  of  this  factor  in  the  creation 
of  the  new  company.   It  may  have  been  the  principal 
reason  for  the  change  or  it  may  have  been  a  secondary 
/  reason.   It  can  scarcely  have  been  an  incidental  fact, 
however,  that  the  Army  acquired  as  a  result  of  the  deal 
control  of  large  industrial  enterprises  in  Japan,  par- 
ticularly in  view  of  the  world-wide  trend  toward  in- 
creased military  influence  in  industry. 

Is  it  likely  that  Mr,  Aikawa's  modern  and  thus  far 
very  successful  business  methods  and  reputation  will 
attract  private  capital  more  successfully  than  the  South 
Manchuria  Railway  Company? 

There  is  little  doubt  that  Japanese  investors  are 
exhibiting  an  extreme  lack  of  confidence  in  the  South 
Manchuria  Railway  Company s   In  1936  the  Company  launched 
grandiose  expansion  plans,  sponsored  by  the  military, 
calling  for  an  investment  of  yen  436,000,000  in  five 
years  in  strategic  and  other  primarily  military  enterprises. 

According 


According  to  a  report  received  from  the  American  Consul 
in  Dairen,  in  March  of  1937  it  appeared  that  the  Company- 
was  borrowing  in  order  to  pay  its  dividends;  at  the 
same  time  the  Japanese  Government  refused  to  pay  up 
capital  stock  previously  subscribed.   The  South  Manchuria 
Railway  Company  debentures  were  unsalable  to  the  public, 
and  the  newly  adopted  policy  of  selling  to  the  publio 
some  of  its  shares  in  subsidiary  companies  had  met  with 
relatively  little  success. 

The  essence  of  the  lack  of  confidence  appears  to 
lie  in  military  domination  of  the  business  management 

of  the  South  Manchuria  Railway  Company  and  the  vast 

1 

j  expansion  of  enterprise  since  1931  along  strategic  and 

| 

|  military  rather  than  economic  lines.   The  soundness  of 

extensive  heavy  industries  in  Manchuria  may  be  questioned 
at  once  upon  economic  grounds.   It  is  highly  doubtful, 
therefore,  that  the  transfer  to  new  management  (control 
remaining  the  same)  of  the  heavy  industries  requiring 
extension  in  Manchuria  will  attract  private  capital, 
either  Japanese  or  foreign,  in  substantial  quantities. 
Nevertheless  the  Nippon  Sangyo  and  its  subsidiaries  in 
Japan  probably  possess  reserves  and  borrowing  power  which 
may  be  milked  for  the  benefit  of  the  Manohurian  enter- 
prises.  Furthermore,  the  creation  of  the  new  company, 
with  half  the  stock  taken  by  the  Government  of  "Manchukuo" 

automatically 


I 
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n\ 

automatically  pumps  another  yen  225,000,000  of  public     "  ' 
funds  into  Manchurian  industry.   It  is  true,  these 
funds  will  be  used  by  the  new  Company  to  acquire  from 
the  South  Manchuria  Railway  Company  control  of  the 
Manchurian  enterprises  to  be  taken  over  by  the  new 
company  and  leave  little  capital  for  expansion  but  since 
the  South  Manchuria  Railway  Company  and  the  new  company 
are  two  pockets  in  the  same  military  trousers  this  need 
not  detain  us.   The  South  Manchuria  Railway  Company, 
after  having  been  paid  off  (probably)  in  "ManchukuoM 
bonds,  will  possess  as  a  result  of  the  deal  additional 
resources  with  which  to  expand  in  Manohuria  or  in  North 
China.   (According  to  recent  press  reports,  the  South 
Manchuria  Railway  Company  has  definitely  been  allotted 
the  task  of  developing  the  railways,  rounds,  harbors 
and  mines  of  North  China.)   It  may  be  that  this  was  one 
of  the  more  important  considerations  of  the  deal. 

Why  should  Mr.  Aikawa  be  willing  to  merge  his  in- 
terests, and  those  of  his  co-investors  in  Nippon  Sangyo, 
with  those  of  the  somewhat  more  dubious  economic  enter- 
prises of  the  8outh  Manchuria  Railway  Company?  The 
character  and  background  of  Mr,  Aikawa  fit  admirably 
into  the  new  picture.  He  is  the  son-in-law  of  Mr.  Kuhara, 
President  of  the  Japan  Iron  Foundries  and  a  former  Cabi- 
net Minister.  Mr.  Kuhara  has  been  associated  with 

Mr.  Aikawa 
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Mr.  Aikawa  in  many  of  bis  more  important  enterprises 
and  has  supplied  much  of  his  capital.  Moreover,  he  is 
closely  associated  with  the  more  reactionary  element 
in  the  Japanese  Army  and  was  recently  sentenced  to 
prison  for  his  connection  with  the  attempted  army  coup 
of  February  26,  1936.   Messrs.  Aikawa  and  Kuhara  have 
been  favored  by  substantial  Army  support  for  the  last 
few  years  and  several  of  the  more  important  industries 

j  controlled  by  Nippon  Sangyo  depend  largely  upon  mili- 

I 

\   tary  orders.  There  oertainly  appears  to  be  a  sufficient 
t 
I j amount  of  affinity  and  interdependence  involved  to  ex- 

\i plain  Mr,  Aikawa1 s  action  in  the  matter, 

Mr.  Aikawa  now  seeks  to  obtain  American  oapital 

to  aid  in  the  expansion  schemes  of  this  large  holding 

company  controlled  legally  by  the  "Manchukuo"  Government 

and  in  fact  by  the  Japanese  Kwantung  Army  and  conducting 

enterprises  both  in  Manchuria  and  Japan.   It  is  reported 
v 

that  Mr.  Aikawa  will  come  shortly  to  the  United  States 
for  the  purpose  of  eliciting  aid  in  the  form  of  credits 
for  maohinery,  equipment  and  materials,  for  which  he 
will  exchange  minority  interest  shares  in  the  subsidiary 
companies  of  the  Manchuria  Heavy  Industries  Development 
Company  (in  no  case  will  foreigners  be  allowed  majority 
interest  or  management  privileges  in  any  subsidiary). 

Consul 


-8- 

Con8ul  Boyoe  believes  that  Americans  who  may  be 
approached  by  Mr.  Aikawa  should  keep  in  mind  the  un- 
economic nature  of  many  of  the  enterprises  controlled 
by  the  Company,  the  Army  control,  the  almost  inevitable 
financial  difficulties  of  Japan  in  the  next  few  years, 
the  possibility  of  war  with  Russia,  and  other  considera- 
tions which  he  lists. 


1/    FE 
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Eeproduced  on  following  page. 


Department  of  State 


Division  of  Far  Eastern  Affairs 

February  9,  1938, 


Yokohama  reports  that 
Mr.  Aiirawa  is  scheduled  to 
sail  from  Japan  on  the  M.S. 
Chlchlbu  Maru  February  24 
for  the  United  States.  Ac- 
cording to  a  newspaper  item 
in  the  Japan  Advertiser  Mr. 
Aikawa  hopes  to  raise  $300,- 
000,000  in  the  United  States. 

FE^on^s:NN    oJM,  ^  ^f^ 
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DEPARTMENT  OF  STATE 


Adviser  on  Political  Relations 

February  11,   1938 


MtjA 


Secretary: 


Sayre :  ^s?^-1 


Ay6. 


& 


? 


7T 


im 


A-M/C ./ 
Mr.  Jfeirphy: 

I  feel  that  you  will  wish  to  have 
knowledge  of  the  facts  and  appraisals 
given  in  Mr.  Jones*   very  informative  memo- 
randum hereunder   (based  on  Consul  Boyce's 
report) . 


PA/H:SKH:2MK 


0i  Stat* 

fl     FEB  16 1938 


m.  saw 


Department  of  State 


Division  of  Far  Eastern  Affairs 

February  9,  1938. 


Yokohama  reports  that 
Mr.  Aikawa  is  scheduled  to 
sail  from  Japan  on  the  M.S. 
Chichibu  Maru  February  24 
for  the  United  States.  Ac- 
cording to  a  newspaper  item 
in  the  Japan  Advertiser  Mr. 
Aikawa  hopes  to  raise  $300,- 
000,000  in  the  United  States, 

-MUM  CficJ-  -m*.  4^£it^  <n  fti* .  CLi/aat*-*^ 
-jsU^XU  ■**"  U^   ludtcy  Slab   ct^Ju^J^ 

FE^on^srNN        oJulL^  ^_ 


5506 


•^ 


NO.   362 


AMERICAN   CONSULATE, 

Yokohama,  Japan,  January  18,  1938. 


•:•  u 
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I  A  x. 


£sL— 


l^^e^^^^ 


;ct: 


NEW  ECONOMIC  ORGANIZATION  IN 
"MANCHOUKUO" 


*1&<S 


—         oo 


C/0  CM 

>■  Q. 


o 


Uj 


CD 


The  Secretary  of  State, 

Washington. 


£  Sir  # 


— :  -  o 


I  have  the  honor  to  /refer  to  my  voluntary  report 


'Z9 


of  January  6/  1938,  entitled  NEW  ECONOMIC  ORGANIZATION/  / 
IN  "MANCH0UKU0,"  which  was  enclosed  with  Despatch  No. 
355  of  January  6,  1938,  and  to\report  that  Mr.  Yoshi- 


suke  Aikawa,  president  of  the  Manchoukuo  Heavy 
Industries  Development  Company,  is  scheduled  to  sail 
from  Japan  on  the  M.S.CHICHIBU  MARU  on  February  24th 
for  the ^United  States.  According  to  a  newspaper  item 
in  the  Japan  Advertiser  of  January  18th,  Mr.  Aikawa 
hopes  to  raise  three  hundred  million  dollars  in  the 
United  States. 


/ 
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Mr.  James  W.  Murray,,  American  financial  adviser   55  O 


to  Mr.  Aikawa,!  referred  to  on  page  sixteen  of  the 
above  mentioned  report,]  sailed  for  the  United  States 
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on  the  S.S. PRESIDENT  COOL3DGE  on  January  14th. 

A  newspaper  item,  referring  to  Mr.  Aikawa's 
departure  for  the  United  States,  mentions  the  fact 
that  the  success  of  his  efforts  in  the  United  States 
depends  upon  Mr.  Aikawa's  ability  and  the  attitude 
of  the  American  Government  toward  his  venture. 

Respectfully  yours, 


V 


7 

Richard  F.  Boyce, 
American  Consul. 


850 
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Eeproduced  on  following  pages. 


TELEGRAM  RECEIVED 


J*         — *  FROM   GRAY 


PEiping  via  N.  R. 
Dated  February  11,  1938 


"  x "**  Rec'd  8  a.m.      / 

j)l  V 


%     '  ' 


SEcrEtary  of  State, 
Washington. 

104,  February  11,  5  p.m.  fOP*?? 

Embassy's  68/  January  28,  3  p.m. 

REports  indicatE  that  thE  JapanESE  arE  continuing        (£) 

preparations  for  advancEs  southward  along  thE  PEiping         • 

CO 

Hankow  Railway  and  in  Shansi.   ThE  numbEr  of  JapanESE         ^ 


troops  going  south  on  that  railway  has  incrEasEd;  thE         — 

10 

number  of  JapanESE  forcEs  on  thE  Taiyuan  plain  has  bEEn       (jj 

(0 

increasing;  railway  matErials  havE  bEEn  SEnt  south,  O 

presumably  for  repair  of  thE  linE  dEstroyEd  south  of 

Changter;  Japanese  expeditions  to  cause  the  retirEinEnt  of 

irregular  forcEs  wEst  of  thE  PEiping  Hankow  Railway  and 

north  and  south  of  thE  Shlhkia  Chuang  Taiynan  Railway 

havE  rEportedly  IncreasEd  for  thE  purposE  of  rEndEring 

flank  attacks  against  the  Japanese  more  difficult. 

Rumors  of  a  westward  movement  of  Japanese  troops  in       rn 

Suiyuan  cannot  be  confirmed  here   Repented  to  Hankow,    •—   t"Tl 


by  mail  to  Tokyo,  rt,      *  "H 

LOOKHART 

CSB 


JR  GRAY 

s  PElping  via  N.  H. 

c   '  Doted  FEbruarv  11,  1038 

'  '  REO'd  8  a.m. 
'      SEcretary  of  State, 


""Z      Washington. 


r 

LA 
F  ! 


104,  February  11,  5  p.m. 


j  '^         Embassy1 s  68,  January  ?8,  3  p.m. 

VjA        Reports  Indicate  that  the  Japanese  are  continuing 

,  "[y^^  preparations  for  advances  southward  along  the  PEiping 

l  A 

Hankow  Railway  and  In  Shansi.   The  number  of  Japanese 

i 

troops  going  south  on  that  railway  has  increased;  the 


**""   number  of  Japanese  forces  on  the  Taiyuan  plain  has  been 

increasing;  railway  materials  have  been  sent  south, 
•v'/r''w«ivnably  for  repair  of  the  line  destroyed  south  of 


i 

A   , 
4  ...J 

K*. 

i .  v  . 

il\  ChangtE'*;  Japanese  expeditions  to  cause  the  retirement  of 

l.<  irregular  forces  wEst  of  the  Ptiping  Hankow  Railway  and 

north  and  south  of  the  Shihkia  Chuang  Taivnan  Railway 
havE  reportedly  increased  for  the  purpose  of  rendering 
flank  attacks  against  the  Japanese  more  difficult. 
Rumors  of  t  westward  raovemEnt  of  JapanEse  troops  in 
Suiyuan  cannot  b£  conflrmEd  herE.  REpe- ted  to  Hankow, 
by  mail  to  Tokyo* 

LOCKHART 
CSB 


/* 


A 


TELEGRAM  RECEIVED 


Shanghai  via 


JR  

A  portion  of   this    tElEgram 

must   bE^i^DSEly  paraphrased 

bEforE   bEing   communicat eHrom       DatEd  FEbruaH 

to   anyonE.      (A) 

REc'd  7:20 /a.m.,    12th.- 

SEcrEtary   of  StatE, 

Washington. 


>  » 


v 


240,    FEbruary   11,    11    p.m. 

SincE  August,  1937,  JapanESE  military  and  naval 
units  havE  bEEn  occupying  thE  prEmisEs  of  thE  UnivErsity 
of  Shanghai,  a  largE  and  valuabl e  Educational 
institution  jointly  ownEd  by  thE  NorthErn  and  Southern 
Baptist  Missionary  SociEtiEs  and  locatEd  in  thE  YangtzEpoo 
district,  and  havE  madE  use  thErEof  for  military  purposEs, 
SEVEral  buildings  havE  bEEn  damagEd  and  thE  majority 
havE  bEEn  loot  Ed  during  thE  pEriod  of  JapanESE  occupancy* 

REpEatEd  writtEn  and  oral  rEquEsts  havE  bEEn  madE 
to  thE  JapanESE  Consul  GEnEral  hErE  to  causE  thE 
vacation  of  thE  prEmisEs  and  to  facilitatE  rEturn  to 
thE  rightful  ownErs.   No  rEply  has  bEEn  rECEivEd  to  my 
writtEn  r EprESEntations  but  orally  I  havE  bEEn  vaguEly 

assurEd  from  timE  to  timE  that  Efforts  wete  bEing  nfgdE,, 

to   tj 

to  indue e  thE  military  and  naval  authoritiEs  to  vac^tEr; 

thE  propErty.   (END  GRAY)   Howevet,  thErE  is  no    S 
indication  that  thE  Efforts  of  thE  JapanESE  Consular 
authoritiEs  arE  mEEting  with  any  success  partly  b,Ec.ai^riE 
thE  UnivErsity  is  adjacEnt  to  a  golf  coursE  now  bEing 

us  Ed 
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-2-  #240,  FEbruary  11,  11  p*m.,  from  Shanghai  via  N.  R. 

us  Ed  by  thE  JapanESE  as  an  air  fiEld.   (GRAY) 

I  am  bEing  strongly  urgEd  by  thE  intETEstEd 
Mission  SEcrEtariES  hErE  to  bring  about  thE  Early 
rEturn  of  this  valuablE  propErty  to  thEir  control. 
vvhil-E  I  am  continuing  to  prEsa  thE  JapanESE  authoritiEs 
hErE  it  would  bE  most  hElpful  if  strongr  rEprESEntations 
could  also  bE  madE  in  Tokyo.  REpEatEd  to  Tokyo,  Hankow 
and  PEiping. 

GAUSS 
HTM:DDM 


JR 

A  portion  of  this  telegram     Shanghai  via  N.  R. 

must  be  closely  paraphrased 

before  being  communicated      Dated  February  11,  1938 

to  anyone   (A) 

Rec'd  7:20  a.m.,  12th. 

Secretary  of  State, 

Washington. 

A  -i^ 

A-s'      240,  February  11,  11  p.m. 

A~f 

**^      Since  August,  1937,  Japanese  military  and  naval 
PVH/^unita  have  been  occupying  thE  premises  of  the  University 
**  y  of  Shanghai,  a  large  and  valuable  educational 
5J V*  lwtltutlon  Jointly  owned  by  the  Northern  and  Southern 


i 


Baptist  Missionary  Societies  and  located  in  the  Yangtzepoo 
district,  and  have  made  use  thereof  for  military  purposes. 


RE 
K 
TA 

¥**         Several  buildings  have  been  damaged  and  the  majority 


tir>4™ 


have  been  looted  during  the  period  of  Japanese  occupanjy. 


T \.^y       Repeated  written  and  oral  requests  have  been  made 
^      to  the  Japanese  Consul  Ocncral  here  to  cause  the 

t~BQ 

m  j    vacation  of  the  premises  and  to  facilitate  return  to 

SAVAOT 

2c       the  rightful  owners.  No  reply  has  been  received  to  my 

m 

Pd       written  representations  but  orally  I  have  been  vaguely 

f* 

ftp       assured  from  time  to  time  that  efforts  were  being  made 

to 

VD       to  induce  the  military  and  naval  authorities  to  vacate 


FUU, 


the  property.  (END  ORAY)  However,  there  is  no 
indication  that  the  efforts  of  the  Japanese  Consular 
authorities  are  meeting  with  any  success  partly  because 
the  University  is  adjacent  to  a  golf  course  now  being 

used 


-2*  #240,  February  11,  11  p.m.,  from  Shanghai  via  N.  R. 

used  by  the  Japanese  a?  an  air  field.   (GRAY) 

I  am  being  strongly  urged  by  the  int crested 
Mission  Secretaries  here  to  bring  about  the  early 
return  of  this  valuable  property  to  their  control. 
..*h5lE  I  am  continuing  to  prr.ia  the  Japnnr.eE  authorities 
here  It  would  be  most  helpful  If  strong  reprESEnt'itl-Tin 
oould  also  be  made  In  Tokyo.  Repeated  to  Tokyo,  Hankow 
and  Pclplng. 

'JA'JSS 
RTHtDDM 
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GOVERNMENT'S  STATE  EXHIBIT  15 


Reproduced  on  following  page. 


DEPARTMENT  OF  STATE 


Adviser  on  Political  Relations 

February  11,  1938. 

fa^Secretaryy^^- 
Mr.  Welles:  \  t£  , ,.      \   «*•£#  fc.    \ 


Mr.  Veisj,  -  &  ^%^  wJ^LaJtyY^ 

-M/fc./ 
r.  Mnrphy: 


Mr 


I  feel  that  you  will  wish  to  have 
knowledge  of  the  facts  and  appraisals 
given  in  Mr.  Jones*  very  informative  memo- 
randum hereunder  (based  on  Consul  Boyoe's 
report) • 


^sistavA  Sect 


0i  sxat* 
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TELEGRAM  RECEiym^^ 

fGT' 


E  G  1—1336 

This  mEssagE  must  bE 
closEly  paraphrasEd  bE- 
forE  bEing  communicatEd 
to  anyone,   (C) 


SEcrEtary  of  StatE, 
Washington. 


FROMBErlin 


P 


^ 


yt*- 


•  'iV   "l«*l.tj..   ^  .    4    .^,v  ut)   . 


EPARTI^in  3 

DatEd  PEbimary  12,    1938 
Rec  fd  9  :45  a.m. 


52,    FEbruary  12,    noon. 

T 

With  rEfETEncE  to  thE  final  paragraph  of  GEnEva's    do 
numbEr  16,  January  27,  midnight,  to  thE  EffEct  that  cErtainn 
statEs  wete  rEportEd  as  dEsirous  of  doing  nothing  which    £g 
might  intErfETE  with  a  possiblE  Early  undErstanding  bEtwEEn 
UnitEd  StatEs,  London  and  BErlin,  I  havE  to  rEport  as  symp- 
tomatic of  thE  currEnt  situation  hErE  (Embassy's  48, 
FEbruary  11,  noon,  paragraph  four)  and  as  of  possiblE  in— 
tsrEct  thE  following  local  dEVElopmEnt : 

During  thE  past  few  days,  dEspitE  thE  DEpartmEnt's  an- 
nouncEmEnt  that  thE  UnitEd  StatEs  has  no  alliancE  or  undEr- 
standing with  any  othEr  country,  various  rEprESEntativES  of 
small  powErs,  including  in  particular,  thE  Ministers  in 
BErlin,  of  BElgium,  thE  NEthErlands,  SwEdEn,  Finland,  IrEland 
and  Estonia  havE  initiatEd  convErsations  with  itie  in  which 
thEy  ExprEss  thEir  anxiEty  lEst  dEVElopmEnts  in  Anglo- 
AmErican  rElations  might  rEsult  in  postponing  or  prEVEnting03 
a  British  rapprochEmEnt  with  GErmany  for  which  thEy  arE     °* 
strongly  hopEful,  rEgarding  it  as  an  "offsEt"  to  a  furthEr  § 
crystallization  of  actually  opposing  bloc  aidE  of  statEs  and 

as 
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-2-  #62,  February  12,  noon,  from  Berlin 

as  such  necessary  for  the  pEacE  of  EuropE,  thEir  concErn 
bEing  thE  safEty  of  thEir  own  countriES. 

ThE  purport  of  what  thEy  ExprEssEd  in  general  terms 
was  that  a  dEsirE  for  an  understanding  with  thE  UnitEd 
StatES  is  to  a  dEgrEE  at  lEast  holding  GrEat  Britain  back 
from  negotiations  with  GErmany  bEcausE  thE  British  Govern- 
mEnt  EithEr  bEliEVEs  that  thE  support  of  thE  UnitEd  StatES 
would  rEndEr  unnECEssary  thE  granting  of  concEssions  of  thE 
typE  asked  by  GErmany  as  a  pricE  for  agrEEmEnt  or  bEcausE 
it  fEars  that  a  friEndly  "approach"  to  a  dictatorship  govern- 
mEnt,  particularly  GErmany,  would  aliEnatE  thE  sympathy  of 
Amsrican  public  opinion  for  GrEat  Britain, 

I  may  add  that  dEspitE  Admiral  Leahyls  recEnt  clari- 
fication of  his  testimony  to  thE  effEct  that  thE  flUVy  plans 
**"?    Envisa-gEd.  only  thE [■defensE  of  thE  United  StatES  on. -tJi)K-. basis 
of  complEtE  independence  of  action  which  togEthEr  with  thE 
Department-^  announcement  already  referred  to  I  have  taken 
pains  to  cite  in ■ such  conversations,  the  diplomatic  repre- 
sentatives mentioned.  arE  still  inclined  to  attach  at  least 
psychological  significance  to  press-  accounts  that  in  his  .. 
earliEr;  testimony  LEahy  had  referrEd  to  thE  anti-eommistEPn 
pact,  as  possEssing-naval  significance  and,  had.  apparently- 
avoided  replying  .in  open  hearings  to  a  question  regarding 
allegEd  Anglo-American. naval  conversations,.- : 

!  ..-     ...  ,.,-    :  •; .  .  -  .  .  -  .      GILBERT  - 
PEG  :WWC 


0 


"V  ft1*8  me ■  s&gc  must  be  Berlin 

T  ^Ulosely  paraphrased  be- 

J  ~^Jf6rt   being  communicated        Dated  Pebruary  12,  1938 

k        to   anyone*  (C) 

*  "  Rcc»d  9t46  a»m, 

tV  ,, Secretary  of  State, 

EV      Washington* 

i:> 

F  >     52,  February  12,  noon* 

h .- W    w*th  reference  to  the  final  paragraph  of  Geneva  •« 

ia  number  16,  January  27,  midnight,  to  the  effect  that  certain 

a 

fA  states  were  reported  as  desirous  of  doing  nothing  which 

*»' 

da  might  interfere  with  a  possible  early  understanding  between 

CJ 

a —/United  States,  London  and  Berlin,  I  have  to  report  as  symp* 

c\ 

cr  tomatlc  of  the  current  situation  here  (Embassy's  48, 

I'fcU 

n\  February  11,  noon,  paragraph  four)  and  as  of  possible  in- 

ic  t crest  the  following  local  development: 

UA 

r'u     Daring  the  past  few  days,  despite  the  Department's  an- 

PR 

Rl'  nounccment  that  the  United  States  has  no  alliance  or  under* 
v  standing  with  any  other  country,  various  representatives  of 

r  v 

small  powers,  including  In  particular,  the  Ministers  In 
Berlin,  of  Belgium,  the  Netherlands,  Sweden,  Finland,  Ireland 
and  Estonia  have  initiated  conversations  with  me  in  which 
they  express  their  anxiety  lest  developments  in  Anglo* 
American  relations  might  result  in  postponing  or  preventing 
a  British  rapprochement  with  Germany  for  which  they  arc 
strongly  hopeful,  regarding  it  as  an  "offset*  to  a  further 
crystallization  of  actually  opposing  bloc  aide  of  states  and 


-2-  #62,  February  12,  noon,  from  Berlin 

as  such  necessary  for  the  peace  of  Europe,  their  concern 
being  the  safety  of  their  own  countries. 

The  purnort  of  what  thCy  uCpr€B*€«l  In  general  term3 
wm  that  a  desire  for  an  understanding  wltfri  the  United 
States  13  to  a  degree  at  least  holding  Great  Britain  bask 
from  negotiations  with  Germany  bxcawsC  febe  British  Govern- 
ment either  believes  that  the  supgorfc  of  tihi  United  States 
would  render  unncoessajy  the  granting  of  concessions  of  the 
type  asked  by  Germany  as  a  price  for  agreement  or  because 
it  fears  that,  a  frlei«dly  "approach"  to  a  dictatorship  govern- 
ment, particularly  Germany,  would  alienate  the  sympathy  of 
American  public  opinion  for  Great  Britain, 

I  may  add  that  despite  Admiral  Leahy»s  recent  clari- 
fy cttlon  of  his  testimony  to  the  effect  that  the  navy  plans 
envisaged  only  the  defense  of  the  United  States  on  the  basis 
of  complete  Independence  of  action  which  together  with  the 
Department's  announcement  already  referred  to  I  have  taken 
pains  to  cite  in  such  conversations,  the  diplomatic  repre- 
sentatives mentioned  arc  still  inclined  to  attach  at  least 
psychological  significance  to  press  accounts  that  In  his 
earlier  testimony  Leahy  had  referred  to  the  anti-coitanifctern 
pact  as  possessing  naval  significance  and  had  apparently 
avoided  replying  in  open  hearings  to  a  question  regarding 
allcgrd  An^lo-American  naval  conversations, 
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This  tElEgram  must  bE 
clos  El3M»araphras Ed 
bsforE  bsing  communi- 
catEd  to  anyonE,  (C) 


From 


SECTEtary  of  StatE, 
Washington, 


V 


Tok> 

DatEd  FEbruiupy  12,    1938 

REc'd  1:10  p.   m. 


DlVlSlu:;  u  ! 

FAREASTEBfci  ',(> 


■vUaparIm<?nf  ,  ! 


A 


100,  FEbruary  12,  noon, 

STRICTLY  CONFIDENTIAL.  /^ 

OnE,  My  British  collEaguE  who  talks  to  mE 
frEEly  and  no  far  as  I  can  judgE  frankly,  has  told  mE 
of  thE  following  conversation  with  thE  MinistEr  for 
ForEign  Affairs  on  FEbruary  9  which  would  appEar  to 
bE  significant  owing  to  thE  markEd  changE  in  thE 
MinistEr1 s  usually  placid,  court  ecus  and  f ri Endly 
bEaring.   ThE  fact  that  for  thE  first  timE  in  our 
rEspEctivE  dEalings  with  him  Hirota  twicE  lost  his' 
tEmpEr  with  CraigiE  might  bE  duE  to  nErvousnEss 
EngEndErEd  by  thE  strain  of  thE  currEnt  SESsions  of 
thE  DiEt  or  thE  mounting  irritation  at  thE  tons, 
insist EncE  and  volumE  of  CraigiE1 s  continual  rEprE- 
SEntations  both  oral  and  writtEn  in  connection  with 
British  intErEsts  in  China  or  pErhaps  to  both.   ThE 
MinistEr* s  dEmEanor  tEnds  to  confirm  rEports  which 
havE  comE  to  both  CraigiE  and  mysElf  that  Hirota  is 
stEadily  bEComing  hardEr  and  more  intransigent  as 
rEgards  forEign  intErEsts  in  thE  Far  East  and  that 
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MJP  -2-  No#  100,  February  12,  noon  from  Tokyo 

it  is  Hirota  rather  than  SuEtsugu  who  lEads  thE 
ultra  Chauvinistic  ElEmEnt  in  thE  GovErnmEnt.  I 
mysElf  havE  as  yEt  sEEn  no  outward  dEmonstration  of 
any  changE  of  attitudE  on  Hirpta's  part  as  rEgards 
AmErican  intErEsts. 

Two,  ThE  conversation  rEfErrEd  to  arosE  whEn 
CraigiE  informEd  thE  MinistEr  that  hE  is  in  possEssion 
of  EvidEncE  indicating  that  JapanESE  forcEs  havE 
occupiEd  sEVEral  of  thE  small Er  ChinESE  islands  in  thE 
gEnEral  vicinity  of  Hong  Kong  and  again  askEd  for 
spEcific  assurancES  that  thE  statEmEnts  of  thE 
JapanESE  GovErnmEnt  that  it  has  no  tErritorial 
dEsigns  in  China  apply  as  weII  to  thE  islands  as  to 
thE  mainland.  According  to  CraigiE  thE  MinistEr  in 
somE  instancEs  in  thEir  intErcoursE  bEcamE  VEry  angry, 
invEighEd  against  thE  continual  British  dEmands  for 
rEnEWEd  assurancES,  said  that  undEr  prESEnt  war 
conditions  Japan  had  givEn  all  thE  assurancES  that 
can  reasonably  bE  ExpEctEd,  and  assErtEd  that  if  thE 
warfarE  is  prolongEd  Japan  may  bE  forcEd  to  occupy 
morE  tErritory  whEthEr  insular  or  on  thE  mainland. 
If  thE  warfarE  bEcomEs  pErmansnt,  said  Hirota,  thE 
occupation  will  also  bE  pErcranEnt.  REf Erring 
spECifically  to  Hainan,  Hirota  said  that  thE  JapanESE 

could 


i.  4' 


MJP  -  3  -  No.  100,  FEbruary  12,  noon  from  Tokyo 

could  not  possibly  give  a  permanent  pledge  not  to 
occupy,  Cralgle  pointed  out  that  whereas  Hong  Kong 
cannot  be  regarded  as  a  threat  to  Japan  the  occupation 
of  these  Islands  by  Japanese  forces  doEs  constitute 
a  very  real  threat  to  Hong  Kong.  The  general  tone 
of  this  conversation  appears  to  havE  been  acrimonious. 

Three.  Cralgle  is  aware  that  there  are  large  con- 
centration of  Japanese  troops  In  Formosa  (seE  our 
61,  January  31,  6  p.  m. )  and  of  JapanESE  ships  in 
thE  port  of  Takao  and  hE  b Eli  eves  that  an  attack  on 
Canton  or  somE  othsr  point  in  South  China  is  im- 
p Ending. 

Four.  CraigiE's  gEnEral  rEaction  to  this 
convErsation  with  Hirota  is  that  thE  longEr  thE 
warfarE  is  prolongEd  thE  grEatEr  will  bE  thE  likElihood 
of  permanent  occupation  by  Japan  not  only  of  the 
islands  but  of  tErritory  on  thE  mainland.   He 
bEliEVES  that  JapanESE  assurancES  of  "no  territorial 
dEsigne"  are  likEly  to  bE  withdrawn  at  short  notice. 
ThESE  prospEcts  so  sEriously  concern  British  interests 
that  he  contEmplatES  rECommEnding  or  has  alrEady 
rECommEndEd  to  his  GovErnmEnt  (a)  that  ContinuEd 
support  of  Chiang  Kai  ShEk,  whether  by  furnishing 
war  suppliEs  and  funds  or  othErwisE,  is  dEtrimEntal 

to 
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to  British  intErEsts  and  (b)  that  thE  British 
GovErnmEnt  should  bE  alsrt  to-  fostEr  any  outlook 
for  pEacE  nEgotiations  which  might  lEavE  to  China 
any  hopE  of  EVEntual  rEsurrEction* 
(END  SECTION  ONE) 
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TELEGRAM  RECEIVED 

EDA 

Thlo  tElEgram  must  bE I0K3T0 

cloacly  paraphrased 

bEforE  bEi-ng>  communis       DatEd  FEbruary  12,  1938 

cat  Ed  to  anyonE  (c)      From 

RECEi^Ed  3:20  p.m. 

SEcrEtary  of  StatE 

Washington 

100,  FEbruary  12,  noon.   (SEction  Two.) 
FIve.     CraiglE  is    informEd  and  bEliEVES   that  it 
v/as   tliE    JapanESE   industrialists   and  politicians 
and  not  thE  military  who  favor  Ed  and  brought  about 
thE  withdrawal  of  rEcognltion  from  thE  CEntTftl 
GovErnmEnt. 

Six.     I   think  that   thE  naturE   of  thE  conversa- 
tion reportEd  abovE  indicatEs   that   our  own  practicE 
of  concEntrating  our  rEprESEntations   to  thE  Mini3tEr 
\^     on  important  Issues   and  with  di3crEEt   timing  is 
likEly  to  provE  morE   EffEctivE  than  thE  British 
practicE   of   constant  hammering  by  almost  daily 
notE3,    lEttErs,   and  othEr  communications  with  con- 
tinual pEr3onal  visits   to  thE  MinistEr  or  thE  VicE 
MinistEr  both  on  important   and  routine  Issues.     ThE 
British  procEdurE  appEars   to  bE  ba3Ed  on  thE   thEory 
that  constant  haminEring  will  wEar  away  a   stonE  but 
^'  jii,  in  thE  prE3Ent   tEmpEr   of  thE    JapanE3E   GovErnmEnt   and 

military   this  practicE  is  liablE   to  dEfEat  It3   ov/n 

ob JECt 
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objEct  through  thE  irritation  which  it  inEvitably 
EngEndEr3,  clEarly  dEmonstratEd  in  CraigiE 's  last 
intErviEW  with  thE  MinistEr.  ThE  rEprESEntations 
of  thE  AnErican  GovErnmEnt  arE  at  lEa3t  listEnEd 
to  with  rEspEct  and  an  EvidEnt  inclination  on  thE 
part  of  thE  ForEign  OfficE  to  mEEt  our  wisb.Es  so 
far  as  thE  military  can  bE  influEncEd  in  that  dirEC- 
tion, 

SEVEn.  About  two  WEEks  ago  CraigiE  told  he 
that  hE  had  hEard  from  a  trustworthy  3outce  that 
thETE  was  to  bE  a  changE  for  thE  bEttEr  in  thE 
JapanESE  attitude  toward  GrEat  Britain  and  that  prEss 
and  othEr  agitation  against  thE  British  was  to  bE 
qJ,  discontinuEd,  I  did  not  put  much  stock  in  CraigiE's 

information,  SincE  thEn  GEnEral  Matsui  in  thE 
intErviEW  which  hE  gavE  to  WoodhEad  sharply  criti- 
cisEd  thE  British  for  trying  to  crEatE  political 
Issues  out  of  thE  problEm  of  prESErving  British 
Economic  and  commErcial  intErEsts  in  China  whilE  thE 
JapanESE  prEss  has  ExprEssEd  thE  conviction  that  it 
was  Grsat  Britain  which  initiatEd  thE  thrEE  powEr 
dEmarchE  with  rEgard  to  naval  construction.  ThE 
fEEling  in  Japan  against  thE  British  is  not  in  our 
opinion  altogEthEr  artificially  crEatEd  as  CraigiE 

bEliEVES 
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bEliEVES  it  to  de  but  flows  from  thE  conviction 
that  thE  British  arE  constantly  EndEavoring  to  Es- 
tablish a  common  front  against  Japan  in  ordEr  to 
prESErvE  British  political  and  Economic  intErEsts 
\,  J  in  the  Far  East.  ^U  f  ~^^L^y^ . 

REpEatEd  to  Hankow. 
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MJP 

TMi  telegram  must  be 
closely  paraphrased 
before  being  cosanunl- 
oated  to  anyone,  (C) 


Tokyo 

Dated  February  12,  1938 

Rccfd  lilfi  p.  m. 


Seorctary  of  State, 
Washington • 

100,  February  12,  noon. 

STRICTLY  CONFIDCNTIAL. 

One.   M  I'rltlsh  ^ollentfue  who  talks  to  mt 
freely  and  ^o  far  as  I  can  Judge  frankly,  1-as  told  me 
of  the  following  conversation  with  the  Minister  for 
/   Foreign  Affairs  on  Pe'oruary  9  whloh  would  appear  to 
be  significant  owing  to  the  marked  ohange  In  the 
Minister*!  usually  placid,  courteous  and  friendly 
bearing.  The  faot  that  for  the  first  time  in  our 
rcspcotlvc  dealings  with  him  Hlrota  twice  lost  his 
temper  with  Oralglc  night  be  due  to  nervousness 
engendered  by  the  strain  of  the  current  sessions  of 
the  Diet  or  the  mounting  Irritation  at  the  tone, 
insist cnec  and  volume  of  Craigie!s  continual  repre- 
sentations both  oral  and  written  In  connection  with 
British  interests  in  China  or  perhaps  to  both.  The 
Minister's  demeanor  tends  to  confirm  reports  which 
have  oasis  to  both  Orslglc  and  myself  that  Hlrota  is 
steadily  bcooming  harder  and  more  Intransigent  as 
regards  foreign  interests  In  the  Par  East  and  thit 

it 
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It  la  Hlrota  rather  than  Suetsugu  who  leads  the 
ultra  Chauvinistic  dement  In  the  Government.  I 
myself  have  as  yet  seen  no  outward  demonstration  of 
any  change  of  attitude  on  Hlrota1 s  part  as  regards 
American  interests* 

Two*  The  conversation  referred  to  arose  when 
Craigle  informed  the  Minister  that  he  is  in  possession 
of  evidence  Indicating  that  ."apanese  forces  have 
occupied  several  of  the  smaller  Chinese  islands  In  the 
general  vicinity  of  Hong  Kong  and  again  asked  for 
speoific  assurances  that  the  statements  of  the 
Japanese  Government  that  it  has  no  territorial 
deuigns  in  China  apply  as  well  to  the  islands  as  to 
the  mainland*  According  to  Cralglc  the  Minister  in 
some  Instances  in  their  intercourse  became  very  angry , 
inveighed  against  the  continual  British  demands  for 
renewed  assurances,  said  that  under  present  wr 
conditions  Japan  had  given  all  the  assurances  that 
can  reasonably  be  expected,  and  asserted  that  If  the 
warfare  Is  prolonged  Japan  may  be  forced  to  occupy 
■ore  territory  whether  Insular  or  on  the  mainland* 
If  the  warfare  becomes  permanent,  said  Hlrota,  the 
occupation  will  also  be  permanent*  Referring 
specifically  to  Hainan,  Hlrota  said  that  the  Japanese 

could 
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could  not  possibly  give  a  permanent  pledge  not  to 
occupy •  Craigie  pointed  out  that  whereas  Hong  Kong 
cannot  be  regarded  as  a  threat  to  Japan  the  occupation 
of  these  islands  by  Japanese  forces  does  constitute 
a  very  real  threat  to  Hong  Kong.  The  general  tone 
of  this  conversation  appears  to  have  been  acrimonious. 

Three*  Craigie  is  aware  that  there  ar.  large  con- 
centration of  Japanese  troops  in  Formosa  (see  our 
61,  January  51,  6  p.  nu)  and  of  Japanese  ships  in 
the  port  of  Takao  and  he  believes  that  an  attack  on 
Canton  or  some  other  point  in  South  China  is  im- 
pending* 

Four*  Craigie1 ■  general  rcaotion  to  this 
conversation  with  Hlrota  is  that  the  longer  the 
warfare  is  prolonged  the  greater  will  be  the  likelihood 
of  permanent  occupation  by  Japan  not  only  of  the 
islands  but  of  territory  on  the  mainland.  He 
believes  that  Japanese  assurances  of  "no  territorial 
design*"  arc  likely  to  be  withdrawn  at  short  notice. 
These  prospcots  so  seriously  oonoern  British  interests 
that  he  oontcmplatcs  recommending  or  has  already 
reoossicnded  to  his  Government  (a)  that  continued 
support  of  Chiang  Kal  Shek,  whether  by  furnishing 
war  supplies  and  funds  or  otherwise,  is  detrimental 

to 
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to  British  interests  and  (b)  that  the  British 
Government  should  be  alert  to  foster  any  outlook 
for  pcaoe  negotiations  whioh  might  leave  to  China 
any  hope  of  eventual  resurrection* 
(OnO  SECTION  01 E) 
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Tfalo  telegram  must  be       TOKYO 
olosely  paraphrased 

before  being  communl-       Dated  February  12,  1958 
.  oated  to  anyone  (o) 

jr  Received  3j20  p.m. 

J£r    Secretary  of  State 


^ 


jift 


Washington 


100*  February  \%  noon*  (Section  Two,) 


+  Five*     Craigic  is   inform  d  and  believes  that  it 


\ 


+     was  the  Japanese  industrialists  and  politicians 


and  not  the  military  who  favored  and  broog*  about 
the  withdrawal  of  recognition  from  the  Central 

ri 

ti         (Government. 

CI 

fa  Six.     I  think  that  the  nature  of  the  conversa- 

v»         tion  reported  above  indicates  that  our  ov/n  practice 

of  oonoentrating  our  representations  to  the  Minister 

ci        on  important  issues  and  with  discreet  tining  is 
FBO 

■&.      lllccly  to  prove  more  effective  than  the  British 

SAVAGE  v,  *,;, 

LG        practice  of  constant  hammering  by  almost  daily 

notes,  letters,  and  other  communications  with  con-* 

111  '  w 

*?   tinual  personal  visits  to  the  Minister  or  the  Vice 
,/D  ,  Minister  both  on  important  and  routine  issues*  The 
British  procedure  appears  to  be  based  on  the  theory 
that  constant  bannering  will  wear  away  a  stone  but 
in  the  present  temper  of  the  Japanese  Government  and 
military  this  practice  is  liable  to  defeat  its  own 

objcot 
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objeot  through  the  Irritation  tJhlch  It  inrvltnbly 
engenders,   dearly  demonstrated  in  Craigie'3   la3t 
interview  with  the  Minister*     The  representations 
of  the  Amerloan  Government  art  at  leaat  listened 
to  with  rcapeat  and  an  evident  inclination  on  the 
part  af  the  Foreign  Office  to  meet  our  wishes  30 
far  as  the  military  can  be  influenced  in  that  direc- 
tion* 

Seven*     About  tro  weeks  ago  Craigie  told  ne 
that  he  had  heard  fron  a  trustworthy  souroe  that 
there  was  to  be  a  change  for  the  better  in  the 
Japanese  attitude  toward  Or eat  Britain  and  that  press 
and  other  agitation  against  the  British  was  to  be 
discontinued*     I  did  not  put  much  stock  in  Crai^ie's 
infomation*    3lnoc  then  General  Matsai  in  the 
interview  which  he  gave  to  Woodhead  sharply  criti- 
cised the  British  for  trying  to  create  political 
issues  out  of  the  problem  of  preserving  British 
ccononio  and  ooaaeroial  interests  in  China  while  the 
Japanese  press  has  expressed  the  conviction  that  it 
was  Great  Britain  which  initiated  the   three  power 
dcr.fi.rohc  with  regard  to  naval  construction*     The 
feeling  in  Japan  against  the  British  is  not  in  our 
opinion  altogether  artificially  created  as  Cralgie 

believes 


EDA     -  3  -  #100,  Pcbruary  12  f  noon  fron  Tokyo 

bfUeni  It  to  toe  but  tlqn§  from  the  oonvlotlon 
thAt  the  Britiefc tot*  oanfttMitar  inlawing  to  ci< 

tnbl  lfh  a  o^taion  front  ogp^ntt  Japoti  *n  order  to 
preserve  British  polltleoi  **v>  cooaonlo  interests 
in  the  Par  kit* 

Repeated  to  Eton k cm ♦ 

GREW 
313  f  £13 
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\ 


MA  ______ 

This  t_lE_ram  must  bE  ciosEiy 
paraphrasEd  bEforE  bEing 
conimunicatE"c[88,bo  anyonE.  (B)pROM 


ViEnna 

DatEd  FEbruary  13,1938 

REc'd  3:50  pm,FEb.  13 


n 


Secretary  of  StatE 

Washington 


t€\ 


17,  February  1$,  6  p.m. 

My  16,  FEbruary  13,  1  p.m. 

Reports  from  rEliable  sourcE  indicatE  that  HitlEr 
madE  unaccEptablE  dEmands  and  that  Austrian  GovErnment 
is  now  formulating  countEr-proposals .  GovErnmEnt  in- 
accEssiblE  to  Diplomatic  Corps.   EvEn  FrEnch  Minister 
who  was  promisEd  appointmEnt  has  bEEn  unablE  to  see 
Schmidt.  It  SEEms  possiblE  that  HitlEr  is  SEEking 
foreign  political  triumph  at  thE  ExpEnsE  of  Austria 
to  PEdrEss  advErsE  EffEct  of  party  crisis. 

Innsbruck  corrEspondEnt  of  an  AmErican  nsws  agEncy 
rEports  RibbEntrop  passEd  through  today  En  routE  to 
Italy.  Rumors  from  SEVEral  soutces  allEgEd  that 
Schuschnigg  load  long  tElEphonE  convErsations  with 
Mussolini  bEforE  procEEding  to  BErchtEsgadEn. 

Small  "lEimwEhr  dEmonstration  this  aftErnoon  for 
Starh.Ein.bEr_.  Austrian  lEgitimists  rEportEd  discouragEd  ^2 
ovEr  probablE  coursE  of  EVEnts. 

WILEY 
KLP 


■<i 


■-4 

ro 

0) 
(A 


CD 

I 
C 


£**** 


'«** 


fhit  telegram  must  be  closely 
paraphrased  before  being 
oommunioated  to  anyone*  (B) 


Vienna 

Dated  February  lg,J93B 
Recfd  3:50  pm,Feb.  13 


¥0 

re 

to 
to 


Secretary  of  State 
Washington 

17 ,  February  lift  «  p.  a* 

lly  10,  February  13,  1  p*m* 

Reports  from  reliable  source  Indicate  that  Hitler 
de  unacceptable  demands  and  that  Austrian  Government 
now  formulating  counter-proposals*  Government  in- 
accessible  to  Diplomatic  Corps*  Even  French  Minister 
alio  was  promised  appointment  has  been  unable  to  see 
Sohmidt*  It  seems  possible  that  Hitler  is  seeking 
foreign  polltioal  triumph  at  the  expense  of  Austria 
to  t>cdrc38  adverse  effeot  of  party  crisis* 

lnntbruok  correspondent  of  an  American  news  agency 
reports  r&bbentrop  passed  through  today  en  route  to 
Italy.  Rumors  from  several  tourocs  alleged  that 
lajMttafcnlaf  h*d  long  telephone  conversations  with 
Mussolini  before  proceeding  to  Bcrohtesgaden* 

Small  rclmwehr  demonstration  this  afternoon  for 
Starhemberg.  Austrian  legitimists  reported  discouraged 
over  probable  course  of  eventa* 

WILEY 
XL? 
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TELEGRAM  RECEIVED^? 


% 


IMS  FROM 

This  tElEgram  must  bE  BErlin 

closEly  paraphrasEd  bE- 

forE  bEing  communicatEd  DatEd  FEbruary  14,  1938 

to  anyonE.   (C) 


SEcrEtary  of   StatE,  f  DC^BTB?ENTOFdr4 

Washington. 


REC!d  2:57  p.   m. 


56,   FEbruary  14,    7  p.   m.  '    f'cA«  UsfEpi  affa/rs    /  -^ 

OnE,   In  a  convErsation  with  thE  British  Ambassador        • 

0) 

following  his  rEturn  from  London  hE  told  mE  that  hE  had         |\) 

bEEn  summonEd  to  London  for  thE  purposE  of  discussing  l\) 

Anglo-GErman  rElations  including  among  othEr  mattErs  thE        yj 
*      "colonial  quEstion".   He  said  that  thE  matt  Er  of  a  "rEply" 
to  BErlin  was  still  VEry  much  alivE  in  London  but  hE 
thought  that  action  would  now  await  thE  ChancEllor's  spEEch 
on  FEbruary  20. 

Two.   In  thE  coursE  of  my  convErsation  with  WeIzs- 
aEckEr  on  thE  Austrian  quEstion,  rEportEd  in  my  55,  FEb- 
ruary 14,  6  p.  m.,  I  took  occasion  to  bring  forward  also 
thE  Improving  Anglo-GErman  rElations.  WEizsaEckEr  sEEmEd 
mors  optimistic  than  usual  on  this  point  commEnting  that 
hE  bEliEVEd  HEndErson's  trip  to  London  had  advancEd  "0 

mattErs. 

He  EVEn  wEnt  so  far  as  to  say  that  hE  fElt  HendErson 
had  comE  back  to  BErlin  "with  somEthing  in  his  pockEt", 

and 


LMS  2 -No.  56,  FEbruary  14,  7  p.  m.,  from  BErlin. 

and  in  discussing  thE  possiblE  futurE  raovEmEnts  of  thE 
ChancEllor  bEtwEEn  BErlin  and  BErcht ESgadEn  spECulatEd 
as  to  whEthEr  HEndErson  would  see  HitlEr  bEforE  FEbru- 
ary 20. 

I  may  say  that  I  had  bEEn  anxious  to  see  WEizsaEckEr 
largEly  bEcausE  from  CErtain  minor  indications,  I  had 
ExpEriEncEd  a  growing  imprEssion  which  I  wish  to  makE 
clEar  is  EntirEly  a  pErsonal  oue  that  somEthing  was  on 
foot  in  thE  form  of  convErsations  particularly  bEtwEEn 
BErlin  and  London  which  play Ed  somE  rolE  in  thE  Austrian 
and  othEr  Europsan  problEms  and  includEd  what  thE  Chan- 
CEllor  might  bE  indue  Ed  to  say  on  FEbruary  20,  in  othEr 
words  a  "nEgotiatEd  spEEch".   Among  othEr  things  thE 
British  Embassy  hErE  admittEd  that  it  was  aware  of  thE 
Schuschnigg  visit  bEforE  it  occurrEd. 

'.Veizsaecker  has  alv:ays  takEn  thE  position  with  mE 
of  "tElling  mE  as  much  as  hE  fElt  hE  could".   ThE 
implications  of  what  I  havE  just  rEportEd  as  his  saying 
to  hie,  appEar  to  mE  to  bE  rathEr  strong.   I  am  not 
attEmpting  to  interpret  if  furthEr. 

GILBERT 

wr;c:CSB 


LMS 
«IRli:u  i .  •  •»  This  tele-ram  must  be  Berlin 


closel*  naraohrased  be- 
V  ^      fore  being  communicated         Dated  February  14,  1938 
g^^   to  anyone.   (C) 
A-M^  RcoM  2:57  p.  a. 

A-»    Secretary  of  State, 

SA 

LE  Washington. 

yPA/H 

EA         50,  February  14,  7  p.  m. 

^EU         Cne.   In  a  conversation  with  the  British  Ambassador 

¥P*A  following  his  return  from  London  he  told  me  that  he  had 

rl  been  summoned  to  London  for  the  purpose  of  discussing 

TA 

Cl  Anglo-Oerman  relations   Including  among  other  matters   the 

FA 

iFP    'colonial  quistlon".   He  said  that  the  matter  of  a  "reply* 
'ba 


to  3erlln  was  still  very  much  alive  in  London  but  he 
thought  that  action  would  now  await  the  Chancellor's  speech 


cc 

A-U/: 

CA 

CR 

*bc       on   February   CO. 
HA 

SAV*.*  Two.      In   the   course   of  my  conversation  with  Weizs- 

HA 

P_    seeker  on  thL  Austrian  question,  reported  in  my  55,  Feb» 

PR 

R_    ruary  1),    £    p.  m.,  1  took  occasion  to  bring  forward  also 

TD 

yp        the   improving  Anglo-German  relations.     Weizsaecker   seemed 

FUI" 

more  optimistic  than  usual  on  this  point  commenting  that 

he  believed  Henderson's  trip  to  London  had  advanced 
matters. 

He  even  wEnt  ?o  far  as  to  say  that  he  felt  Henderuon 
had  come  back  to  Berlin  "with  something  in  his  pocket", 

and 


LKS  2-Ho.  56,  February  14,  7  p.  m#t  from  Berlin, 

and  in  discussing  the  possible  future  movements  of  the 
Chancellor  between  Berlin  and  Qerohtcflgadtn  speculated 
as  to  whether  Hendericn  would  see  Hitler  before  Febru- 
ary 20# 

I  may  say  that  1  had  been  anxious  to  see  Weizsaecker 
largely  because  from  certain  minor  indications,  I  had 
experienced  a  growing  impression  which  I  wiah  to  make 
clear  is  entirely  a  personal  one  that  something  was  on 
foot  In  the  form  of  convernotlons  particularly  between 
Berlin  and  London  which  played  some  role  in  the  Austrian 
and  other  European  problems  and  included  what  the  Chan- 
cellor might  be  lnduoed  to  say  on  February  20,  in  other 
words  a  "negotiated  speech" •   Among  other  things  the 
British  Embassy  here  admitted  that  it  was  aware  of  the 
Schuschnigc  visit  before  it  occurred. 

'Velesaecker  has  alrays  taken  the  position  with  me 
of  "telling  me  as  much  as  he  felt  he  could".   The 
implications  of  what  I  have  just  reported  as  his  saying 
to  me,  appear  to  me  to  be  rather  strong,   I  am  not 
attempting  to  interpret  if  further, 

GILBERT 
V7.*C  tCSB 
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TELEGRAM  RECEIVED 

JR  GRAY 


PEiping  via  N.    R. 


hm,     .  ,     ,   .     ,  ,       jTlflatEd  FEbruary  14,    1938 
U.A.I.  Ai%i)  /Vi.j.D. 


3r 


REc'd  8*20  a.m. 


SEcrEtary  of  StatE,  /    •-  —  ~~\ 

Washington,  /     f 

110,  FEbruary  14,  6  p.m.  ^Q 

Embassy's  104,  FEbruary  11,  5  p»m.    rf 

CD 

OnE.   PassEngEr  trains  on  thE  PEiping  Hankow  Railway       qi 

• 
havE  not  lEft  or  arrivEd  at  PEiping  yEstErday  and  today         ^q 

ExcEpt  for  sErvicE  bEtwEEn  PEiping  and  Changhsinti En,  a         ^ 

fEW  milEs  south  of  PEiping,   This  partially  substantiat  es       jyj 

v/idEsprEad  but  unconfirmEd  rEports  of  activitiEs  of  _ 


ChinESE  irrEgulars  at  Paoting  and  points  along  thE 
railway  south  thErEof. 

Two,   PrEss  rEports  of  Japan ese  advancE  southward 


m 


0> 


in  SouthErn  HopEi  hovE  not  bEEn  confirmEd.   An  AmErican   >—   £} 

rEports  that  sEVEral  tEns  of  thousands  of  JapanESE  troops—   ^ 

havE  movEd  during  the  last  fEW  days  from  Shihkiachuang 

in  thE  dirEction  of  Taiyuan.   'Vith  largE  numbErs  of 

JapanESE  troops  alrEady  in  Shansi  and  in  SouthErn  HopEi 

and  NorthErn  Honan,  it  is  doubtful  whEthEr  irrEgulars  to  thE    -q 

north  of  thEm  can  sEriously  hampEr  thEir  movEmEnts  unlEss       ^» 

thE  irrEgulars  arE  support  Ed  strongly  by  thE  National 

GovErnmEnt. 

REpEatEd  to  Hankow.   By  mail  to  Tokyo, 

RR :W7C  LOCKHART 


JR  QJUY 

PEiptng  via  N.   R. 
8*  D**cd  FEbruary  14,    1938 

c*^  Rec^.ci  8:2(Vaim. 

A  s^coretary  of  Staij, 

A- 1 

-A  ^  Washington. 

PA/H*^ 

P\/D»^         no,  February  14*   6  p*au 

r*     ^ 

Fcis  Embassy's  X04,  FEbruary  11,   5  p.m. 


F3  ^ 
RAT 


OnE.  PassEngEr  trains  on  the  PEiping  Hankow  Railway 


K? J    have  not  lEft  or  arrived  at  Ptiping  yEstErday  and  today 
1A y   exCEpt  for  SErvicE  bEtwEEn  FEipin^  ami  Changhslnti en,  a 

f£w  mile."  south  of  Peiplno   This  partially  substantiat es 
J    *  yf  widEspread  but  unconfirmed  reports  of  activitiLs  of 
'.""[^■Chinese  irrsgulars  at  Paoting  and  points  along  the 
railwav  south  thsrEof. 

Two.   Press  rsportr  of  JapanEse  advance  southward 
j^     in  SouthErn  HopeI  hove  not  been  confirmEd.   An  AmErican 

reports  that  several  tEns  of  thousands  of  JapanESE  troops 
havE  movEd  during  the  In  .it  few  days  from  Shihkiachuang 
in  the  direction  of  Tniyunn.   -ith  large  numbers  of 
Jnnantse  troops  already  In  Shonsi  and  in  Southern  Hopei 
and  Northern  lionon,  it  is  doubtful  whether  irregulars  to  the 
north  of  them  can  seriously  hampEr  thEir  movements  unless 
the  lrregvlirs  are  supported  strongly  by  the  National 
Government. 

REp Eat  Ed  to  Hankow.   By  mail  to  Tokyo. 

RRltTOC  LOCKHART 
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TELEGRAM  RECEIVED 


m::z 


v 


C1 


1 1 


'7  5 


From 


SEcrEtary  of  StatE, 
Washington. 


GRAY 

ChEfoo   via  N.   R. 

DatEd  FEbruary  14,    1938 

REc'd  12:04  p, 

Division  of 


uivisjun  or     \ 

mumwhswm    t 

Japanese  marinEs  havE  bEEn  procEEding    Eastward  from 


FEbruary  14,  2  p.m. 


ChEfoo  to  Muping  (Ninghai)  by  motor  13th  and  14th.   CurrEnt 
rEports  indicatE  that  ~rmEd  ChinESE  in  bodie«  of 
considErablE  sIze  in  mountains  south  of  Muping  arE 
oppcsEd  to  ChinESE  authoritiEs  of  thE  nEv;  rEgimE.   ThErE 
arE  no  AmEricans  in  Shantung  East  of  ChEfoo. 


^1 

<0 

to 


10 
00 


ALLEN 


DDMrRR 


m 

CD 


CO 


CD 


JR  OR/.Y 

ulSTRi  I'JtiuA  flhcfoo    vl      N.    R. 


Dittl  Februr.ry   14,    1CW4 


C' 

A"M'  REc'd  12:04  p.m. 

A-  -3" 


f  *   Secretary  of  State, 


&  'i 


Washington. 

l  /U 

1  '  i;/     February  14,  '£   p.m. 

\'.S  ^fcanese  marines  h~ve  CEEn  nr^cEEdtn?  Eastward  from 

Chefoo  t'  Mining  (-Inch  1)  ry   m  t-v  l-'tn  -.nd  14th.   Cm-t. 

...   reports  Indicate  th-t  T-ed  Chlm.sE  In  b  diet  of 

Li/ 

jA   considerable  size  In  rv  untalns  south   r  Vuplng  arE 

FT 

Li    /opposed  to  Chinese  authorities   ~f  the   r\v  regime     ThErE 

t      care  no  Americans  In  Shantung   East  of  ChEf^. 
cv. 

CR 

K  J 

lift  ALLEN 

&/. .  AGS 

U      DDM:RR 

IA 

hJ 

hit 

10 
VD 
rULL 
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TELEGRAM  RECE 


EG 

This  mEssagE  must  bE  ViEnna 

closEly  parsfpHras Ed  bE-  From 

forE  bEing  communicatEd  DatEd  F Ebruary  14,,    1938 

to  anyone,      (B) 

RECfd  11:45   p.-m.- 

J5EcrEtary  of  StatE,  __ _ 


o* 


s^AJt 


\ 


/^^  yfashington.  /^8.p^  A!c-.i:a  j 

W     <$>*£%£*  \£Lf    i  | 

\    ^/J-8,  F Ebruary  14,  9  p.m.  f  j 

'<£   ^/  i  _DFP*«K,F«r  OF  SWE  :    ^4 

y     <£?•'   My  tElEgram  No.  16,  F Ebruary  13th.  0) 

r/>.  ^  W 

HavE  just  sEEn  (?)  Schmidt  and  hE  told  mc  that  thE  • 

O) 
BErchtEsgadEn  eonvErsatlons  had  bEEn  ExtrEmEly  "hard"  W 


and  that  he  had  to  admit  that  Schusohnigg  had  bEEn  undEr         -^ 
hEavy  prEssurE.   I  inquirEd  whEthEr  Schuschnigg  had  bEEn         "^ 
confront  Ed  as  rumor  Ed  with  thE  tExt  of  an  agrEEmsnt  al- 
rEady  signEd  by  HitlEr.   He  dEniEd  this  and  atatEd  that 
during  thE  protractEd  convErsations  EVEry  possiblE  com- 

-r 

bination  had  bEEn  dEbatEd.   He  admittEd,  howEVEr,  that 

thrEE  ranking  GErman  gEnErals  had  bEEn  prESEnt  in  ordEr 

to  incrEasE  thE  prEssurE  and  did  not  dEny  a  rumor  that 

HitlEr  had  thrEatEnEd  troublE  in  thE  EVEnt  that  Schuschnigg 

rEfusEd  to  accEpt  HitlEr1 s  proposals.   It  had  all,  howEVEr, 

comE  to  a  happy  End  and  hE  felt  that  a  grEat  sErvicE  had 

bEEn  rEndErEd  to  world  psacc.   He  would  not  promisE  that  u 

thE  solution  would  bE  a  pErmanEnt  onE.   Probably  Austro- 

Gsrman  rElations  would  again  comE  to  a  crisis  and  rEquirE 

rsvision. 

I 


r" 

H. 

*- 

V 

— ~- 

% 

CO 

<.*■ 

cc 

-2-  #18,  February  14 >  9  p.m.  from  Vienna 

I  asked  Schmidt  whether  an  agreement  had  actually 
been  definitely  concluded*  He  replied  that  the  agreement 
had  not  as  yet  been  formally  reaehed  but  that  he  thought 
it  would  be  and  that  a  Joint  communique  would  be  issued. 
I  inquired  with  regard  to  details.  He  told  me  that  the 
agreement  would  comprise  all  of  the  basic  elements  of  the 
July  11th  accord  and  admitted  that  Hitler  had  requested 
the  inclusion  of  Seyssinquart  in  the  government  as  Minister 
of  Public  Security,   Police  PrEsidEnt  Skubl  however  would 
rEmain.  Schmidt  assurEd  mE  that  thE  ChancEllor  had  com- 
plEtE  confidEncE  in  SEyssinquart  and  that  he,  Schmidt,  did 
not  rEgard  him  as  an  obstaclE  to  appEasEmsnt.  He  said  that 
""If  hE  is  loyal  we  prEfEr  to  have  Nazis  arrestEd  by  a  Najci. 
If  hE  is  not  loyal  it  will  mEan  that  appEasEmEnt  bEtwEEn 
thE  two  countriEs  is  not  possiblE  and  somEthing  eIse  will 
havE  to  bE  donE".   I  suggEstEd  that  as  latE  as  two  yEars 
ago  SEyssinquart  had  bEEn  working  activEly  on  bEhalf  of 
thE  Nazis.   He  rEpliEd  that  SEyssinquart  was  a  dEvout 
Catholic  and  sincE  that  timE  thE  "Kultur  Kampf"  had 
brokE  out.   MorEovEr  SEyssinquart  was  in  dEadly  opposition 
to  Captain  LEopold  thE  illEgal  Austrian  Nazi  lEader.   I 

SUggEStEd 


-3-  #18,  FEbruary  14,  9  p.m.,  from  ViEnna. 

suggEstEd  that  if  SEyssinquart  was  loyal  to  Schusohnigg 
I  did  not  undErstand  why  HitlEr  placEd  such  Emphasis  on 
his  inclusion  in  thE  govErnmEnt  or  if  hE  was  not  loyal 
how  thE  Austrian  GovErnmEnt  could  risk  turning  ovEr  thE 
/    policE  control  of  thE  country  to  him*   Schmidt  rEpliEd 

that  hE  had  raisEd  thE  some  quEstion  with  HitlEr*   HowEVEr 
thErE  was  always  a  "middlE  way"  and  hE  hopEd  that  it  would 
bE  found  in  thE  prESEnt  instnncE*   (I  could  not  obtain 
clarification  of  this.) 

I  (-»-)  Schmidt  if  it  was   trus  that   Sofauschnigg  had 
shown  HitlEr  documEnts  SEizEd  in  Tavs  affair  incriminating 
Nazi  lEadEr^  in  GErmany.   He  rEpliEd  in  thE  nEgativE  stating 
that  this  had  prEviously  bEEn  donE  through  PapEn.   (PapEn 
dEfinitEly  lEavEs  End  of  this  wEEk.) 

Schmidt  addEd  that  whilE  it  had  bEEn  agrEEablE  to 
v/ork  with  RibbEntrop  hE  had  thE  dEfinitE  fEEling  that 
Ribbentrop  had  inwardly  bEEn  much  opposEd  to  thE  rEsults 
achiEVEd. 

I  quEriEd  Schmidt  with  rEgard  to  thE  Italian  attitudEo 
He  was  non-committal  savE  for  thE  admission  thE  Italian 
GovErnmEnt  v/as  informEd  of  thE  nEgotiations  weII  in  advancE-. 

I 


-4-  #18,-  FEbruary  14,  9  p,m,,  from  ViEnna* 

I  told  Schmidt  that  my  GoVErnmEnt  maintainEd  a  dEEp 
and  sincErE  IntETEst  in  thE  v/ElfarE  of  Austria  and  I  was 
sur£  it  hopEd  EarnEstly  that  the  Austrian  GoVErnmEnt 
would  firmly  rEsist  thrEats  against  thE  indEpEndEncE 
of  Austria. 

I  havE  lEarnEd  indirsctly  but  rEliably  from  the 
FEdEral  PrEss  SetvIce  that  in  rEturn  for  thE  appointmEnt  of 
SEyssinquart  HitlEr  promisEd  thE  maintEnancE  of  thE 
principlEs  tht:  July  11th  agrEEmEn.:  with  rECognition  of 
Austria's  indcpEndEncE,  may  (?)  thE  patriotic  front  as  thL 
uniquE  political  structurE  of  Austria  togEthEr  with  a  plEdgE 
of  non-intErf ErEncE  in  domEstic  affairs;  Economic  mattErs 
wepe  not  mEntionEd. 

Schuschnigg  avoidEd  committing  himsElf  stating  that 
hE  was  not  authorizEd  to  sign  any  agrEEmEnt  without 
prEvious  consultation  with  PrEsidEnt  Miklas.   According 
to  thE  prEss  SErvice  thE  attitudE  of  thE  ChancEllor  was 
that  thE  portfolio  of  Public  SECurity  which  hE  now 
rEtalns  could  only  bE  confidEd  to  some  onE  having  his 
EntirE  confidEncE,  PrEsidEnt  Miklas  was  opposEd  to  thE 
proposEd  concEssion. 

From  anothsr  sourcElrEliably  informEd  HitlEr  promisEd 
I  to  dissolvE  Austrian  lEgion  in  GErmany*  About  a  thousand 
,  >,  workm.En 


•6-  #18,  February  14,  9  p»m«,  from  Vienna* 

workmen  at  Austro  Plat  and  Clayton  Shuttleworth 
factories  made  a  short  protEst  strlkE  this  morning 
against  cOncEssion  to  National  Socialists. 

My  f EEling  is  that  inclusion  of  SEyssinquart  in  thE 
GovErmiEnt  would  bE  stopgap  solution  rEflEcting  force 
of  GErman  prEssurE  and  would  profoundly  discouragE  spirit 
of  rEsistancE  in  Austria. 

WILEY 
HPD 
(-*)   ApparEnt  omission. 
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Thlfl   message   mint  be  Vienna 

closely  paraphrased  be- 
fore being   communicated  Dated  February  14,    19*58 

«STRiBU)i^to  anyone,      (B) 

S>-  Rec»d  11:45   p.m. 

M  ^ 

c    ^    Secretary  of  State, 
A-H*^ 

*-°  Washington. 

A-W 

tE       *  18.  February  14,    9  p.m. 

p;.  h  f  * 

JVD  My  telegram  No.   16,   February  13th. 

Em 


Hi, 

PX 

TA 


V^yT  Have  Just  seen  (?)   Schmidt  and  he   told  rac  that   the 

j         Bershtesgadcn  conversations   had  been    extremely  "hard" 
\         and  that  he  had  to  admit   that  Schusohnigg  had  been  under 
heavy  pressure.     I  Inquired  whether  Schuschnlgg  had  been 

Jft  confronted  as   rumored  with   the    text    of   an  agreement   al- 

£A  S 

qC*        ready  signed  by  Hitler.  He  denied  this  and  stated  that 

A—M/C 

Ull     during  the  protracted  conversations  every  possible  com- 

cn 

fUQ  binatlon  had  been  debated.  He  admitted,  however,  that 

m 

fAVAUK       three   ranking  ilcrmun  gcnerula    had    htm    prtutnt    li    urilir 
IC 

MA  to  increase  the  prEssurE  and  did  not  deny  a  rumor   that 

90 

'•m  Hitler  had  threatened   trouble  In   the    event   that  Schuachnlgg 

HP 

tt>  refused  to  accept  Hitler's  proposals.     It  had  all,   however, 

fD 
HT.F.  oome  to  a  happy  end  and  he  felt  that   a  great   service  had 

t'Cttl    fiifiriftrftd    l»"    w»if»ld    f.fcoa*,       Mr    vtmld    ».•»!     f<rt.wtnk    limii 

the  solution  would  be  a  permanent  one.  Probably  Austro- 
Ofraan  relations  would  again  come  to  a  crisis  and  require 
revision* 

I 


■ 


•2-  #18,  February  14,  •  p«m.  from  Vienna 

I  asked  Sohmldt  whether  an  agreement  had  actually 
been  definitely  concluded*  He  replied  that  the  agreement 
toad  not  at  yet  been  formally  reached  but  that  he  thought 
It  would  be  and  that  a  Joint  communique  would  be  issued. 
X"  inquired  with  regard  to  details.  He  told  me  that  the 
agreement  would  comprise  all  of  the  basis  elements  of  the 
July  11th  accord  and  admitted  that  Hitler  had  requested 
the  inclusion  of  8cyssinquart  in  the  government  as  Minister 
of  Fublio  Security.  Police  President  Skubl  however  would 
remain*  Schmidt  assured  me  that  the  Chancellor  had  com- 
plete confidence  in  Scyssinquart  and  that  he,  Schmidt,  did 
mfo  regard  him  as  an  obstaole  to  appeasement.  He  said  that 
,  *if  hi  it  loyal  we  prefer  to  have  Haeis  arrested  by  a  Na*i. 
-  If  tug  ia  not  loyal  it  will  mean  that  appeasement  between 
the  too  countries  is  not  possible  and  something  else  will 
have  to  be  done".  I  suggested  that  as  late  is  two  years 
ago  Scyssinquart  had  been  working  actively  on  behalf  of 
tine  Haeis,  He  replied  that  Seysslnquart  wns  a  devout 
Oftthollo  and  slnoc  that  time  the  "Kultur  Kampf"  had 
^ke  out.  Moreover  Scyssinquart  was  in  deadly  opposition 
%H;p9p%ntn   Leopold  the  illegal  Austrian  Nazi  leader.  I 

suggested 


-3-  #10,  February  14,  9  p.m.,  from  Vienna. 

suggested  that  If  Seysslnqur.rt  was  ]  oyal  to  Schusohnlgg 
I  did  not  understand  v/hy  Hltltr  placed  such  emphasis  on 
hie  Inclusion  In  the  government  or  If  he  was  not  loyal 
how  the  ibiiatrlcm  Government  could  risk  turning  over  the 
police  control  of  the  country  to  him.  Schmidt  replied 
fchat  he  hud  raised  the  same  question  with  Hltltr*  However 
there  was  always  a  "middle  way"  and  he  hoped  that  It  would 
be  found  In  the  present  Instance*   (I  could  not  obtain 
olarlMontlon  of  thJSt) 

I  («)  Schmidt  If  It  wis   true  that  Sotouaohnlgg  had 
shown  Hitler  documents  seized in  Tavs  affair  Incriminating 
last  lenders  In  Germany,  He  replied  in  the  negative  atatli 3 
that  this  had  previously  been  done  through  Papen.   (Papen 
definitely  leaves  end  of  this  week*) 

So  foil  dt  added  that  while  It  hed  been  agreeable  to 
wotfk  with  Rlbbentrop  he  hnd  the  definite  feeling  that 
Rlbbentrop  had  Inwardly  been  much  opposed  to  the  results 
achieved. 

I  queried  Schmidt  with  regard  to  the  Italian  attitude.. 
He  was  non-oowaittal  save  for  the  admission  the  Italian 
Government  wos  informed  of  the  negotiations  well  In  advance, 

I 


•4*  #l3>  February  14,  0  p.m.,  from  Vi 


enna. 


t& 


X  told  Sclonldt  that  my  GovernnLnt  ..nlntnlr.td  a  deep 
and  sincere  interest  in  tit  'elfart  of  ..ustri".  end  I  was 
•tBP(  it  hoped  earnestly  that  **.he  Austrian  Government 
would  firmly  rrsist  threats  against  the  independence 
of  Austria. 

X  have  learned  indirectly  but  reliably  from  the 
Ptdtrai  Press  Service  that  in  rEturn  for  the  appointment  of 
Styssinquart  'litler  promised  t^t  'tijnt  tnance  of  the 
principles  thu  July  11th  agreci,.En  with  recognition  of 
Austria  ©  independence,  may  (?)  the  patriotic  front  as  the 
UaAqu,t  p  iaal  structure  of  Austria  together  with  a  plcdc 

non-interference  in  domestic  affairs;  economic  matters 
Sttre  nafc  mentioned*. 

ftohuschnigg  avoided  committing  himself  stating  that 
Hi  was  not  authorised  to  sign  any  agreement  without 
H$tr*         i^tion  with  President  Hildas.  According 
to  the       service  the  attitude  of  the  Chancellor  was 
that  vi    Ptfollo  of  Public  Security  which  he  now 
*ct*aiu    Id  only  be  confided  to  some  one  having  his 
entire  oo    ence«  President  Miklas  was  opposed  to  the 
proi        esaion, 

radrtllably  informed  Hitler  promisei 

to  dissolve  Austrian  legion  in  Germany.  About  a  thousand 

workmen 


*6-  #18,  February  14,  9  p.m.,  froti  Vienna, 

workmen  at  Ausfcro  Flat  and  Clayton  S^ttlC'orTh 
factories  made  a  short  prctt-nt  atrHr'E'  \h1*   »nor?iin.j 
against  concession  to  Wati->m3  Sojlalljtc, 

My  feeling  Is  that  Inclusion  of  SLysslnquftrt  ir.  the 
Government  would  be  stopgap  solution  reflecting  force 
Of  German  pressure  and  nould  profoundly  discourage  opirH. 
of  resistance  In  Austria* 

.irnv 

HPD 

(•)   Apparent,  omission. 
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TELEGRAM  RECEIVED 


JR 

This  tElEgrarrTmust  bz 
closEly  paraphrasEd  bE- 
forE  bEing  communicatEd 
to  anyonE,   (B) 


SEcrEtary  of  StatE,. 
Washington. 


FROMViEnna 

DatEd  PEbruary  15,  1938 

•  ITU 


'ION  OpRE" 
ta.N  AFFYfft 

J 16193? 

DEPARTMENT  OF  S7?U 


RUSH, 

20,   FEbruary  15,    1   p.m;^**  • 

My  tElEgrara  February  14,    9  p.m« 


4->-j 


Din  Ed  last  r.ight  at  a  largE  dinn-:,1  givEn  by  Schmidt 
with  ChancEllor  Schuschnigg,  SEyssinquart,  mEmbErs  of  thE 
GovErnmEnt  and  diplomatic  corps.   AtmosphErE  most 
opprEssivE,   To  FrEnch  MinistEr  Schuschnigg  dEscribEd 
visit  to  BErchtEsgadEn  as  thE  most  horrible  day  of  his 
lifE.   He  says  that  HitlEr  undoubtEdly  a  madman  with  a 
mission  and  in  complEtE  control  of  GErmany,   HitlEr  opEnly  ^ 
told  him  of  his  dEsirE  to  annEX  Austria  and  dEclarEd  that  «-* 


-si 

0) 

10 

• 

04 
*-^ 

*>> 

ro 

CD 


hE  could  march  into  Austria  with  much  grEatEr  EasE  and 


CO 

CO 

cc 


1 


infinitEly  Iess  dangEr  than  hE  incurrEd  in  r Emilitarization 
of  thE  RhinEland,   Schuschnigg  admits  that  appointmEnt  of 
SEyssinquart  is  highly  dangErous  but  statEs  that  hE  will 
makE  it  in  ordEr  to  avErt  thE  "worst".   In  rEspEct  of  Italy, 
Schuschnigg  dEclarEd  that  hE  can  count  only  on  moral  not 
matErial  support. 

Schmidt 


r2-  #20,  FEbruary  15,  1  p.m.,  from  ViEnna. 

Schmidt  is  attEmpting  to  makE  bEst  of  bad  situation 
and  was  in  a  long  and  friEndly  convErsation  with 
SEyssinquartk   HornbostEl  is  in  uttEr  dEspair  and  statEs 
opEnly  that  thErE  is  nothing  lEft  for  him  to  do  but  to 
lEavE  ForEign  Office 

Italian  MinistEr  claims  that  hE  was  informEd  of 
BErchtEsgadEn  mEEting  only  on  the  ElEVEnth  and  dEniEd 
that  Italy  took  any  initiativE  in  thE  matter.   He  tElEgraphtd 
full  information  to  Mussolini,   LattEr  howEVEr  is  EngagEd 
in  wintsr  sports  and  up  to  last  night  Ghigi  had  no 
information  that  his  mE9sagEs  had  rEachEd  thE  Duce.   Italian 
MinistEr  giVES  anxious  imprEssion. 

Papal  Nuncio  admits  that  SEyssinquart  may  bE  good 
Catholic  but  fEars  nEVErthElESS  that  it  is  thE  bEginning 
of  thE  End* 

ThE  FrEnch  MinistEr  who  has  bEEn  hErE  fivE  yEars 
statEs  that  this  is  thE  most  critical  momEnt  sincE  July 
1934,  "It  is  not  the  end.  It  is  thE  momEnt  bEforE  thE  End".! 
In  his  opinion  Austria  can  only  bE  savEd  by  immEdiatE 
reconciliation  of  FrancE  and  England  with  Italy  and 
energetic  joint  action,   Enderrs  author  of  May  constitution 
made  identical  remark  this  morning. 

In 


-3-  #20,  February  15,  1  p.m.,  from  ViEnna. 

« 

In  my  opinion  Austria's  situation  is  most  unfortunate 
and  mEnacing.   If  SEyssinquart  is  loyal  his  appointmEnt 
would  not  de  a  solution.   If  hE  is  disloyal  it  is  a 
catastrophE.   GErmany  probably  plans  gradual  Danzigf ication 
and  any  unsupportEd  Efforts  of  Schuschnigg  may  makE  to 
outmanEUVEr  SEyssinquart  can  at  bESt  only  rEtard  procEss. 

REpEatEd  by  tElEgraph  to  Paris,  London,  BErlin  and 
RomE. 

WILO 

CSB 


JR 

Thla    tElegrnm  rust    be  Viinna 

uiSTKr^v  &loaLly  Pf.raphraccci  be- 

s/     Tort  bEin^.   comnunlcatEd  Dated  February  15,    1938 

\^   to  anyone,      (B) 

c^  Htc'.i    ltf:.""E    p.m. 

A    NT"*" 

A    .VStrrrt  ary  of  Mat*, 

/  ..' 

c ks^  Washington. 

L  :  ^^~ 

I  ,^y         RUSH, 

1  •     ^ 

\ .  :  j>  20,   February  ]£,    1  p.m. 

i  :' 

\    (  My  ttlEfrtr      'i  iTUHf"   14,    P   p#ih. 

) ...  <  Dined   ln:,f    .  V  ht   at   a   la^t    di<   >     •   f  ivtn    by  Schmidt 

li 

"..»       with  Chancellor   si^husohnipc,    f-tyasin  ,au.'t  ,    munt  era   of    the 

ti 

M       Government   anc*   diplomatic   corpr.      Atmonphtrt.  reoat 

f  »• 

LA  ^oppressive.   To  Prtnch  KJnistrr  Schuschnlrr  -H.nrj'1  hid 

i  '  x 

'     .tf  visit   to  lUrchtESjaden  ar,    tht  moat  horrible  day  of  his 

CA 

CR   life.   He  says  that  HltlEr  undoubtedly  a  madman  with  a 

liA   mission  and  In  complete  control  of  Germany.  Hitler  openly 
SAVAGB 

***   told  him  of  his  deslrE  to  annex  Austria  and  dEclarrd  that 

he  could  march  Into  Austria  v/lth  much  grratir  eoae  and 

ftp 

Zq        Infinitely  leas  danger  than  hr.  Incurred  in  remilitarization 


V» 


of  thE  Rhlneland.  Sohuschnie;v;  admits  that  appointment  of 
Seyssinquart  is  highly  dangerous  but  states  that  he  will 
make  it  in  order  to  avert  the  "worst".  In  rsspect  of  Italy, 
Schusohnlgg  declared  that  he  can  count  only  on  moral  not 
material  support , 

Schmidt 


•8»  020,   February  16,  1  p.m.,  from  Vienna. 

Schmidt  is  attempting  to  maUe  best  of  bad  situation 
and  was  In  a  long  and  friendly  conversation  with 
Seysalnquart*  Hornbostel  is  In  utter  despair  and  statEs 
openly  that  there  is  nothing  left  for  him  to  do  but  to 
leave  Foreign  Office. 

Italian  Minister  claims  that  he  was  informed  of 
Berohtesgaden  meeting  only  on  the  eleventh  and  denied 
that  Italy  took  any  initiative  in  the  matter.  He  telegraph*.' 
foil  information  to  Mussolini.  Latter  however  is  engaged 
in  winter  sports  and  up  to  last  night  GhlQi  had  no 
Information  that  his  messages  had  reached  the  Luce.  Italian 
Minister  gives  anxious  impression. 

Papal  Nuncio  admits  that  Seyssinquart  may  be  good 
Catholic  but  fears  nevertheless  that  it  is  the  beginning 
of  the  end. 

The  French  Minister  who  has  been  here  five  yEars 
'■<■■■'   states  that  this  is  the  most  critic!  moment  since  July 

Xw34r  "It  is  not  the  end*.  It  is  the  moment  oefore  the  end", 
'.'.',  In  hit  opinion  Austria  can  only  be  saved  by  immediate 
reconciliation  of  Prance  and. England  with  Italy  and 
energetic  Joint  action.  Enderrs  author  of  May  constitution 
made  identical  remark  this  morning. 

In 


/. 


,&» 


#20,   February  15,   1  p*jn»^   frenfr  Vienna. 

In  my  opinion  Austria's   situation   ic  most  unfrrtunat  l 
and  menacing.     If  SEysslnqunrt'.is.aoy&l   nl  s   r  ijpul  ntintr.t 
would  not   be  a  solution.      If .He   is  dtsloyal    It    Is   * 
catastrophe.      Germany  probablf   afl.*trfl   gf**Uual   Danzigfication 
and  any  unsupported   efforts  ^  Schuschnl^g  imy  irr-Vi.    to 
outmaneuvrr  3cysiJinquart  can  m  bf.ot  -mly   it  «  Mid   pr>     i    «i. 

Repeated  by   tejLftfcriph  to   T^ria,    London,    Bt-rlln  and 
Rone. 

.=ai-.    i  • ,  h 

;*  i/ILfi 
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LEGRAM  RECEIVED       . 


EDA 

This  tElEgram  must  bE 
olosEly  par.aj#)rasEd 
bsforE  bEing  communi- 
catEd  to  anyoriE  (d) 


PARIS 

FROMDatEd  February  15,  1938 
RECEivEd  2j17  p.m« 


-J 
0) 

t 

0) 


SEcrEtary  of  StatE 
Washington 

240,  FEbruary  15,  3  p.m.  (SECTION 

I  havE  just  discussEd  with  LEgEr  thE  situation  crEatEd 
by  SohuschniggTs  visit  to  BErchtEsgadEn, 

LEgEr  said  that  Schuschnigg  had  informEd  thE  FrEnch 

MinistEr  in  ViEnna  vEry  privatEly  and  confidEntially  that 

hE  had  bEEn  rECEivEd  with  thE  utmost  brutality.  HitlEr       fyj 

had  had  thrEE  gEnErals  including  REichEnau  standing  bEhind 

him  throughout  thE  convErsation  and  had  madE  thE  following 

four  dEraands;   (onE)   that  thE  Austrian  GovErnmEnt  should 

dEclarE  an  amnESty  for  all  Nazis  and  pErmit  thosE  now  in 

GErmny  to  rEturn  to  Austria;  (two)  that  thosE  Nazis  Who 

had  bEEn  dEprivEd  of  thEir  pEnsions  and  positions  bEcausE 

of  thEir  political  affiliations  should  bE  rEstorEd  to  thEir 

o 

pEnsions  and  positions;  (thrEE)  that  SEyss  -  Inquart  shaul<9 

bE  appointEd  HinistEr  of  thE  Interior  and  givEn  control*^  f  ^ie 

to  " 
EntirE  Austrian  policE  foreE;  (four)  that  Austria  shoulcfo 

agrEE  to  takE  no  action  with  rEgard  to  f orEign  affairs  with-  ~0 

out  previous  consultation  with  thE  GErman  GovErnmEnt* 

LEgEr 


EM  -  2  -  #240,  February  15,  3  p.m.  from  Paris  SEction  1, 

LEgEr  wEnt  on  to  say  that  Schuschnigg  had  returnEd  to 
ViEnna  intEn3Ely  dEprEssEd  and  that  Guido  Schmidt  was  doing 
his  DEst  to  DErsuadE  Schuschnigg  to  accEpt  thRSE  dEmands  of 
GErmany. 

LEgEr  madE  thE  obvious  commEnt  that  thE  aocEptancE 
of  thESE  dEinands  would  mEan  thE  End  of  Austrian  indEpEn- 
dEncE# 

BULLITT 
CSB 


CA  £    ij 

Thi3   tElEgram  muot  bE 

closEly  pagpfftT9TBft.1»ATVr    RfiftSglVED 

fore  bEing  communlcGXEa 

to  anyonE    (C)  DatEd  Fed.   15,   1938 

i-"M  RECd  5:57  p.m. 

From 

SEcrEtary  of  StatE, 
Washington, 

240,  FEbruary  15,  3  p.m.  (SECTION  TWO) 
I  aslCEd  If  thE  FrEnch  GovErnmEnt  had  takEn  any  action 
in  ViEnna  or  givEn  Schuschnigg  dEfinitE  advicE.  LEgEr  rE-     ""J 
pliEd  that  thETE  had  bEEn  no  forsial  contact  whatsoEVEr  bE-    »0 

tWEEn  Schuschnigg  and  thE  French  MinistEr  sincE  thE  formEr's  0) 

0,' 

visit  to  BErchtESgadEn.  ThE  information  which  Schuschnigg     **> 

-N 

had  given  tliE  FrEnch  MinistEr  had  bEEn  givEn  most  privatEly   W 

CO 

and  Schuschnigg  had  not  askEd  for  advicE  nor  had  any  bEEn 
givEn  him. 

Lcger  v/Ent  on  to  say  that  hE  did  not  know  whEthEr  or  not 
t>iE  FrEnch  GovErnmEnt  would  dEcidE  to  urgE  Schuschnigg  to 
rEJEct  thEGE  dEmands.  ThE  quE3tion  would  havE  to  bE  dEcidEd 
by  ChautEinps  and  DElbos  aftEr  consultation  with  ChambErlain 
and  EdEn.  ThE  dEcision  would  in  his  opinion  rE3t  on  thE 
intErprEtation  of  rECEnt  EVEntc  in  GErmany. 

A  mEss'agE  had  bEEn  rECEivEd  from  Francois  PoncEt  giving 
what  hE,  LEgEr,  bEliEVEd  to  bE  an  accuratE  account  of  thE 
gEnEsis  of  thE  BErchlEsgadEn  visit.  HitlEr's  old  Nazi  friEnds 
had  bEEn  urging  him  to  givE  up  thE  IdEa  that  hE  could  ac-    "H 
quirE  Austria  by  pEacEful  Evolutions  and  to  turn  to  thE 
mEthod  of  forcE.  HitlEr  was  most  loath  to  use  forcE  bEcau3E 
thE  gEnErals  of  thE  REich3WEhr  had  convincEd  him  that  thE 

*|  army 
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army  would  not  be  in  condition  to  fight  a  major  war  against 
France  and  England  for  approximately  another  year.  Hitler 
therefore  had  wished  to  make  a  last  attempt  to  gain  his 
objective  by  overwhelming  Schuschnigg's  will  to  resist* 

BULLITT 


EMB  N?L 


i  u 


0) 

en 


GA 

This  tEi3^foESGHR>AM  RECEIVED 
closEly  paraphrasEd  bE-  PARIS 

forE  bEing  communicatETt 

to  anyonE    (D)  DatEd  FEb.    15,    1938 

1— ISM 

FROM  REod  4:55  p.m. 

SEcrEtary  of  StatE, 
Washington. 

240,  FEbruary  15,  3  p.m.  (SECTION  THREE) 
He  had  had  thE  thrEE  gEnEral3  prESEnt  in  ordEr  to  makE  it 
clEar  to  Schuschnigg  that  if  n&E33ary  thETE  would  bE  forcE 
bEhind  his  word3. 

An  additional  rEa3on  for  HitlEr* 3  rEluctancE  to  U3E 
forcE  or  thrEat  of  forcE  was  thE  fact  that  during  thE  prE3Ent 
pEriod  of  prEparation  of  thE  GErman  amy  hE  wiahEd  to  avoid 
any  act  which  might  producE  a  strong  govErnmEnt  of  national 
dEfEnsE  in  FrancE  and  an  intEnsification  of  British  war  prE-| 
parations  and  incidEntally  an  incrEasE  in  AmErican  hostility 
to  Germany* 

LEgEr  WEnt  on  to  3ay  that  both  hE  and  Francois  PoncEt 
wete  Entirely  convincEd  that  if  Schuschnigg  should  accEpt  thE 
first  two  dEinands  of  HitlEr  but  rEJEct  thE  final  two  dEmand3 
HitlEr  would  not  darE  to  use  forcE,  He  would  Employ  EVEry 
riEans  short  of  mobilization  to  nakE  lifE  uncomf ortablE  and 
impossible  :°or  thE  Austrian  GovErnmEnt  but  would  not  mobilizE. 
IiEgEr  said  that  hE  was  not  sute  that  ChautEmps  and  DElbos 
would  a^rEE  with  him  in  this  diagnosis.  It  was  possiblE  to     .  -y 
bEliEVE  that  HitlEr  would  mobilizE  thrEE  or  four  divisions 

on  thE  Austrian  frontiEr  and  that  Schuschnigg  would  bE  forcEd 

to  givE  way  at  a  momEnt  of  grEat  EuropEan  cri3i3. 

BULLITT 
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TELEGRAM  RECEIVED 


From 


Paris 

DatEd  FEbruary  15,   1938 

REC»d  3:01  p.m. 


EG        1-UM 

Jnis  mESsagE  must  bE 
closEly  paraphrasEd  be- 
forE  bEing  communicatEd 
to  anyonE.   (D) 

SEcrEtary  of  StatE, 
Washington, 


240,  FEbruary  15,  3  p.m.   (SECTION  FOUR) 
If  onE  adopt  Ed  thE  lattEr  intErpr station,  it  would  obviously 
be  Iess  dangErous  to  have  Schuschnigg  submit  now  rathEr  than 
latEr.  LEgEr  said  that  thETE  wErE  indications  that  thE 
lattEr  intErpr Etation  might  bE  thE  intErpr Etation  of  thE 
British  GovErnmEnt.  In  that  casE  Franc e  would  do  nothing*. 

Schuschnigg  would  havE  to  bE  assurEd  of  at  lEast  moral 
support  from  Franc e  and  England  and  perhaps  also  Italy  in 
order  to  bE  in  a  position  to  rssist. 

LEgEr  said  that  thE  FrEnch  and  British  GovErnmEnts 
would  discuss  thE  problem  this  morning.  He  addEd  that 
HitlEr  had  not  dElivEred  an  ultimatum  with  a  time  limit  to 
Schuschnigg  and  he  bEliEVEd  that  Schuschnigg  would  attEmpt 
to  gain  time  by  standing  on  his  dignity  for  a  brisf  spacE. 
(END  MESSAGE) 
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Tliia  tele-^rajn  must  be  IARIS 

closely   j-Rra-hrascd 

before  bei:  ~  coitununi-  Dated  February  15,    1938 


T!-{  ■•.  ,  .    cated  to  bj.^^pc    (d) 


•tec  rived  .5 


c^  Secretary  of  State 
a   >^  Washington 

AS 

r;  2-10,   February  15,   3    p.m.    (SECTION  i-!l,  ) 

|i     ^  I    have    Just  discussed  wlcr   L-.frr    Hr    ?ir.  if- tion  <%rrat< 

i 

ri  by  SohusoK  l'^'s  visit   to  I1   ri.rtes#sder>t 

^k:  Legrr  said   that  Gchuschni^  had  informed  the  French 

^fc'~  Minister  in  Vienna  very  privately  and  confidentially  that 
\\ 

i*  he  had  been  received  with  the  utnost  brutality.   Hitler 


had  had  tlirce  generals  including  Reichcnau  standing  behind 


u 

Fr 

la  htm  throughout  the- conversation  and  had  made  the  following 

a  M/«:        four  demndsi      (one)      that  the   Austrian  Government   should 

(JA 
TR 
K  3 
KA 

IC 
MA 

PD 
PR 

^  pensions   and  positional    (three)    that  Seyaa   -  Inquart   should 

VD 

jb.j;,  be  appointed  Minister  of  the  Interior  and   given  control  of   the 

entire  Austrian  police  force;    (four)   that  Austria  should 
agree  to  take  no  action  with  regard  to  foreign  affairs  with- 
out previous   consultation  with  the   German  Government, 

Leger 


declare  an  amnesty  for  all  Nazis  and  permit   those  now   in 
Oerrmny  to  return  to  Austria;    (two)   that  those  Nazis  who 
had  been  deprived  of  their  pensions  and  nositions   because 
of  tticir  political  affiliations   should  be  restored  to  their 


EQfc     m  2  -  #240f  February  15,  3  p.m0  from  Paris  Section  1, 

L£g£?  went  on  to  nay  tint  Sohnsohnigg  had  returned  to 
Vienna  IntfrnoKly  Agprcotcd  snd  that  Quid©  Schmidt  wm  Uoin^ 
Mi  beat  to  persuade  Sohuaofcnlgg  to  accept  these  demands  of 
Germany* 

Lege?  raade  the  obvious  ooranent  that  the  acceptance 
of  these  demands  would  mean  the  end  of  Austrian  indepen** 
dense* 

3ULUTT 
OSB 


Tnio  telegram  must  be 
OlMCly  paraphrased  be-       PA3IS 
fort  betas  oonmunUatid 
to  anyone  (C)  Dcted  Feb.  13,  1938 

Wnctwn.n  Rcod  5l57  P'nu 

u^    Seoretcry  of  State, 
A  .vf  ^         Washington. 

f'V;        240,  February  15,  3  p.m.  (SECTION  TIC) 

IT. 

^f   'M  I  cslred  If  the  French  Government  had  taken  any  action 

pr  />> 
I-  In  Vienna  or  given  Schuschnigg  definite  advice,  Legcr  rc« 

r   :s 
Ji  piled  thc.t   there  had  been  no  foncl  contact  whatsoever  bc- 

>!  .  tween  Schuachnlgj  and  the  French  Minister  alnoe  thr    former's 

Fi  visit  to  Derchtcagaden.  The   information  which  Schuachni^^ 

ci  hod  given  the  French  Niniater  had  been  given  moat  privately 

FA 

f;j    and  Sohusclinigg  hod  not  asked  for  advice  nor  had  any  been 


Lecer?  went  on  to  say  that  he  did  not  know  whether  or  not 


<-     given  hiri. 
k   .  j 

( 

*^J        the  Frenc!'  Government  would  decide  to  urge  3chuachnl33  to 

;.» 
I  j 


"*  reject  theoe  demands.  The  question  would  have  to  be  decided 
by  Chau%e::iv)s  and  Dclbos  after  consultation  with  Chamberlain 
and  Eden.  The  dccloion  tjo^ld  in  hia  opinion  reat  on  the 
Interpretation  of  recent  events  in  Germany. 

A  neaar.ge  hed  been  received  from  Francois  Poncrt  giving 
what  he,  Leger,  believed  to  be  an  accurate  account  of  the 
genesis  of  the  Derchleagaden  viait.  Hitler' a  old  Nazi  frienda 
had  been  urging  him  to  give  up  the  idea  that  he  could  ac- 
quire Austria  by  peaceful  evolutiona  and  to  turn  to  the 
method  of  force.  Hitler  was  most  loath  to  use  force  because 
the  -cncralt  of  the  Rciohawehr  had  convinced  him  that  the 

army 
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army  r><ysl£   r.ot  be    in  condition  t "    fight   a  mcjor  v;.-sr  c^o.inot 
Prance  i.nd   ^n^land   for  approximately  anothrr   year.   HitlE:,* 
therefor:   had  viahed  to  riakr.    p.   last  attempt   to  gain  hio 
objective   by  overwhelming  Schuachni^g1 3   will    tc   rcjiat. 
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CA 

Thla  telegram  must  be 
olouely  paraphrased  be-  PARIS 

fore  beins  oommunloatcd 
to  anyone  (D)  Dated  Feb.  15,  1938 


Reed  4:55  p.m. 
f  s        Secretary  of  State, 

'  Washington* 

f  * 

'  540,  February  15,  »  p.m.  (srcTTON  Tim"'') 

>*      "e  had  haa  the  three  generalo  present  In  order  to  make  It 


clear  to  Schuschnigg  that  If  necessary  there  would  be  force 
behind  his  words. 

An  aiM'tional  reason  for  Hitler' a  rciuottmoe   to  use 
force   or   threat  of  force   wo   thr.   fact  that  during  the   prror.nt 


t  period  of  preparation  of  the  German  amy  he  wished  to  avoid 


any  aefe  whioh  night  produce  a  strong  government  of  notional 
defense  in  France  and  an  Intensification  of  British  war  pre* 


S* 
<  ' 

i  . 

i.     paratlonn  and  incidentally  an  increase  in  American  hostility 

t 

tin* .....    to  OerBicny# 

ic 

n         Le^er  vent  on  to  say  that  both  he  and  Francois  Poncct 

f<v     were  entirely  convinced  that  if  Schuschnigg  should  aocept  the 

"     first  t\7o  demands  of  Hitler  but  reject  the  final  two  demands 

Fitler  would  not  dare  to  use  force.  He  would  employ  every 

means  short  of  mobilisation  to  make  life  uncomfortable  and 

impossible  for  the  Austrian  Government  but  would  not  mobilize, 

Leger  said  that  he  was  not  sure  that  Chautcmps  and  Delbos 

would  a^ree  v:ith  him  in  this  diagnosis.  It  was  possible  to 

believe  t?iat  Hitler  would  mobilize  three  or  four  divisions 

on  the  Austrian  frontier  and  that  Schuschnigg  would  be  forced 

to  give  way  at  a  moment  of  great  European  crisis. 

BULUTT 
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diotibut^^i  message  must  be  Paris 

jj„^    oloscly  paraphrased  be- 
ll^   fori  being  oommunloatcd  Sated  >*b?uary  15,   1938 
i*^  to  anyone*     (D) 
J3g^                                                                 freoM  5i6l  p.m8 

SA        Secretary  of  State, 

LE 

v/PA/H  Washington* 

<PA/D 

^IS  240,  February  15,   3  p.m.      (SECTION  POUR) 

*EU 

jWi£    If  one  adopted  the  latter  Interpretation,  It  would  obviously 

JKA 

Luj   be  less  dangerous  to  have  Sohuschnlgg  submit  now  rather  than 

ta    later*  Lcgcr  said  that  there  were  Indications  that  the 

CI 

fa    latter  interpretation  might  be  the  interpretation  of  the 

f? 

BA    British  Government*  In  that  case  Prance  would  do  nothing* 

cc 

A  u/r      Sohusohnigg  would  have  to  be  assured  of  at  least  moral 

CA 

CR    support  from  Prance  and  England  and  perhaps  also  Italy  in 

FBO 

Ha        order  to  be  In  a  position  to  resist* 

SAVAGE 

Ic        Legcr  said  that  the  French  and  British  Governments 
^    would  discuss  the  problem  this  morning.  He  added  that 

PR 

Hitler  had  not  delivered  an  ultimatum  with  a  time  limit  to 
TO 

V*  Sohuschnlgg  and  he  believed  that  Sohuschnlgg  would  attempt 
to  gain  time  by  standing  on  his  dignity  for  a  brief  space* 
(END  MESSAOE) 
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